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Abstract 

One  issue  in  the  debate  over  adoption  of  national 
health  insurance  in  this  country  concerns  the  role 
of  the  government  under  any  proposed  plan.  The 
papers  presented  at  this  conference  explore  the 
possibilities  for  reorganizing  the  health  care  deliv- 
ery system  to  achieve  greater  efficiency  and  effec- 
tiveness while  reducing  the  scope  of  government 
regulation.  Special  emphasis  is  placed  on 
mechanisms  for  increasing  the  field  of  choice  for 
the  health  care  consumer,  and  consequently  in- 
creasing the  degree  of  competition  in  the  health 
care  sector.  A specific  mechanism  is  the  suggested 
use  of  government-issued  vouchers  for  the  pur- 
chase of  health  insurance.  The  papers  compare 
the  incentives,  disincentives,  probable  actions,  pos- 
sible abuses,  effectiveness,  and  efficiency  of  the 
health  care  system  under  current  administrative 
and  payment  methods  with  those  aspects  of  the 
system  which  may  be  expected  under  various 
health  insurance  voucher  plans.  The  presentations 
and  ensuing  discussions  identified  issues  and 
problems  requiring  further  research.  These  are 
highlighted  in  the  final  paper. 
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Foreword 


In  recent  years,  the  trend  towards  increased  gov- 
ernment regulation  in  the  health  care  sector  has 
appeared  inexorable.  The  establishment  of  PSROs 
and  HSAs,  the  inclusion  of  medical  devices  under 
the  FDA’s  purview,  and  now  the  proposed  efforts 
to  combat  hospital  cost  inflation  imply  greater 
governmental  role  in  delimiting  the  ways  in  which 
health  care  is  provided  in  this  country.  Of  course, 
the  greatest  single  jump  in  the  level  of  gov- 
ernmental involvement  in  the  health  care  sector 
occurred  with  the  adoption  of  Medicare  and 
Medicaid  in  1965.  And  now  we  are  contemplating 
another  such  quantum  jump  in  the  form  of  Na- 
tional Health  Insurance.  This  raises  concerns  for 
many  that  NHI  will  bring  a host  of  additional 
regulations  affecting  health  care  providers  and 
third-party  insurers.  It  is  feared  that  many  of 
these  regulations  will  be  inefficient,  ineffective  or 
even  perverse.  Some  regulation  is  undoubtedly 
necessary,  but  the  question  arises  whether  an  NHI 
plan  can  be  designed  to  internalize  incentives  for 
efficiency,  efficacy,  and  quality,  so  that  the  de- 
mand for  regulation  would  be  abated. 

In  accord  with  its  stated  mission  to  undertake 
and  coordinate  research  on  the  organization  and 
delivery  of  health  care  services,  the  National  Cen- 
ter for  Health  Services  Research  is  attempting  to 
foster  research  that  extends  our  understanding  of 
the  incentives  faced  by  patients  and  providers 
under  various  organizational  modes  and  methods 
of  payment  for  health  care.  One  proposal  that  has 
been  advanced  to  reduce  the  need  for  regulation 
and  to  increase  the  power  of  the  consumer  in  the 
medical  care  market  place  is  to  issue  vouchers  for 
the  purchase  of  health  insurance  plans  with  man- 
datory scope  of  benefits.  However,  our  under- 
standing of  the  health  insurance  market  is  lacking 


in  many  ways,  and  the  full  implications  of  a 
voucher  plan  cannot  be  pretlicted  without  further 
research.  For  this  reason,  NCHSR  undertook  to 
sponsor  a conference  on  the  issue  of  consumer 
choice  of  health  insurance  plans  in  order  to  pro- 
duce a statement  of  our  current  knowledge  in  this 
area  and  to  develop  an  agenda  for  future  research 
that  can  be  used  to  guide  the  program  of  NCHSR. 

I am  grateful  to  Dr.  William  Roy  for  assisting  us 
in  identifying  this  problem  area,  and  in  developing 
the  program,  as  well  as  for  chairing  this  confer- 
ence. I believe  these  proceedings  should  serve  as  a 
valuable  reference  in  the  debate  over  required 
restructuring  of  the  health  care  delivery  system 
under  National  Health  Insurance. 

Gerald  Rosenthal,  Ph.D. 

Director 

August  1978 


Background  and  plan  of  the  conference 

William  R.  Roy,  M.D.,  J.D. 


I am  delighted  that  you  accepted  the  invitation 
to  participate  in  this  conference.  Without  excep- 
tion, you  are  knowledgeable  about  the  health  care 
delivery  system  of  our  nation  with  its  many  ac- 
complishments, complexities  and  problems.  Each 
of  you  is  well  prepared  to  contribute  to  the 
conference. 

I am  equally  pleased  by  the  group  of  illustrious 
physicians,  scholars,  and  public  servants  who  have 
prepared  papers  and  responses  for  the  confer- 
ence. I take  full  responsibility  for  the  selections, 
and  I am  confident  about  the  quality  of  the  papers 
which  will  be  presented. 

Of  course,  I am  grateful  to  Dr.  Gerry  Rosenthal 
and  the  people  at  the  National  Center  for  Health 
Services  Research  who  have  not  only  provided  the 
money  for  this  conference  but  who  also  made 
many  great  contributions  and  cooperated  in  every 
way. 

In  order  to  set  the  scene  for  the  conference,  I 
will  attempt  to  describe  briefly  the  current  Ameri- 
can health  care  scene  as  I see  it.  Any  one  of  you 
could  do  just  as  well  or  better,  but  I believe  that 
there  are  benefits  to  be  gained  by  a brief  review. 

First,  spending  for  health  care  has  increased  at  a 
rate  of  nearly  twelve  per  cent  per  annum  over  the 
past  decade,  and  thereby  expenditures  for  health 
have  doubled  during  the  six  year  period,  1970  to 
1976.  Today,  we  are  spending  8.6  percent  of  the 
Gross  National  Product  for  health,  which  means 
that  the  worker  of  average  income  is  working  one 
month  of  each  year  to  pay  for  health  services. 

Victor  Fuchs  has  exposed  us  to  economic  reality 
by  pointing  out  that  resources  are  limited  relative 
to  human  wants;  resources  have  alternative  uses; 
and  people  have  different  wants  upon  which  they 
place  varying  degrees  of  value.  It  is  an  economic 
reality  that  we  cannot  continue  indefinitely  to 
increase  expenditures  for  health  at  a rate  nearly 
two  and  one-half  times  greater  than  the  increase  in 
value  of  the  gross  national  product. 

The  reasons  for  increased  costs  have  been  well 
defined.  It  has  been  further  pointed  out  that  in- 
creased increments  of  expenditures  for  health  no 
longer  provide  equal  increments  of  increase  in  the 


health  status  of  the  American  people.  While  it  is 
sometimes  difficult  to  ascertain  improvements  in 
health,  if  we  draw  a chart  with  health  in  the  verti- 
cal axis  and  expenditures  on  the  horizontal  axis, 
we  arrive  at  a nearly  flat  plateau  of  improved 
health  in  spite  of  greatly  increasing  expenditures. 

Why  are  expenditures  for  health  as  charted  on 
the  horizontal  axis  increasing  so  rapidly?'' 

One  major  factor  is  public  demand.  People  value 
health  highly  and  generally  equate  health  with 
personal  health  care  services. 

Combined  with  this  demand  is  third  party  ele- 
ment, public  and  private,  which  eliminates  the 
necessity  for  paying  at  the  point  of  service.  Thus, 
there  is  no  pecuniary  or  marketplace  consideration 
at  the  point  of  request  or  receipt  of  services. 

Thirdly,  we  live  in  a time  of  scientific  and 
technologic  revolution.  The  things  that  can  be 
done  which  provide  marginal  benefits  to  certainty 
of  diagnosis  or  treatment,  or  health,  are  nearly 
infinite  and  are  almost,  without  exception,  done. 

Combined  with  burgeoning  technology  is  the 
physician  ethic,  whereby  the  patient  and  physician 
expect  the  physician  to  do  everything  within  his  or 
her  knowledge  and  available  technology,  not  only 
to  prolong  life,  but  to  relieve  any  adverse  symp- 
toms, physical,  mental  and  social,  real  or  imagined. 

Number  four,  our  system  of  jurisprudence  com- 
bined with  a breakdown  in  tolerance  and  confi- 
dence— or  real  malpractice — generate  two  to  ten 
billion  dollars  in  increased  costs  for  direct  costs  of 
defensive  medical  services. 

And  finally,  number  five,  government  regula- 
tion, ranging  from  life  and  safety  requirements  to 
elusive  quality  control  measures,  also  increase 
health  care  costs. 

How  can  health  care  costs  be  controlled?  Either 
by  restoration  of  a marketplace,  or  by  further  gov- 
ernment regulation,  or  by  a combination  thereof. 

I believe  that  we  can  establish  critera  for  desira- 
ble change,  as  follows:  Any  future  health  care 
system  must  be  fair  and  equitable.  The  current 
system  leaves  twelve  million  Americans  without 
health  insurance  or  alternative  financial  access  to 


services  and  perhaps  twice  that  number  with  in- 
adequate insurance. 

Secondly,  total  expenditures  for  health  should 
reflect  that  value  the  American  people  place  on 
medical  care  and  other  initiatives  for  health.  This 
may  exceed  the  current  expenditures  of  8.64  per 
cent  of  the  gross  national  product. 

Thirdly,  total  expenditures  should  be  commen- 
surate with  the  capability  of  medical  science  and 
technology  to  improve  health,  and  our  ability  to 
modify  other  determinates  of  health.  For  example, 
it  would  be  an  incomprehensible  tragedy  for  us  in 
wealthy  America  to  fail  to  implement  costly  but  ef- 
fective advances  which  would  prolong  life  expec- 
tancy by  two  years  because  of  a rigid  ceiling  on 
health  care  expenditures. 

Fourthly,  changes  in  the  health  care  system 
should  increase  effectiveness  and  efficiency.  Fhe 
system  is  effective  to  the  degree  that  it  increases 
years  of  useful  life,  and  to  the  degree  that  it  is 
acceptable  to  those  receiving  services.  A more 
efficient  system  provides  the  same  service  of  iden- 
tical quality  at  a lesser  cost  than  a less  efficient 
system. 

Can  we  accomplish  these  goals  by  increasing 
federal  expenditures  for  health  and  by  concomit- 
antly increasing  the  regulation  of  the  health  care 
system?  Many  believe  that  we  cannot.  They  base 
their  judgment  upon  their  present  observations  of 
failure  of  the  present  regulatory  system  and  their 
projections  of  total  expenditures  which  are  likely 
to  be  available  from  public  budgets.  Monies  avail- 
able from  public  budgets  are  not  likely  to  reflect 
the  value  that  people  place  on  health,  but  rather, 
reflect  the  general  public’s  adversity  to  higher 
taxes  or  perhaps  the  public’s  higher  value  on 
traditional  areas  of  public  expenditures  such  as 
military  spending,  transportation,  agriculture,  and 
income  maintainence.  Also,  there  are  real  ques- 
tions whether  or  not  public  budgets  will  respond  to 
medical  advances  of  great  value  which  also  require 
large  public  expenditures. 

And,  finally,  how  effective  and  efficient  can  we 
expect  a heavily  regulated  system  to  be?  None  of 
the  present  regulatory  efforts  by  government  have 
been  effective  in  containing  costs  or  increasing  ef- 
fectiveness or  efficiency. 

Expenditure  limitations  reflect  the  squeeze  on 
public  budgets  but  provide  few  or  no  incentives 
for  system  reform. 

Process  regulations  such  as  utilization  review  or 
professional  standards  review  organizations  re- 
quire the  sampling  or  review  of  billions  of  institu- 
tional and  noninstitutional  services,  and  a recent 
study  indicates  that  there  have  been  few  or  no 
positive  effects  on  containing  costs. 

The  third  area,  input  regulation,  that  is,  plan- 
ning and  capital  expenditure  regulation,  is  pres- 
ently beset  and  negated  by  two  problems.  First, 
increased  local  costs  are  paid  for  by  a national  con- 
stituency by  Medicare,  Medicaid,  and  widely 


spread  private  health  insurance  premiums.  Sec- 
ondly, we  continue  to  increase  the  number  of 
physicians  and  other  professionals  as  we  concur- 
rently attempt  to  limit  the  size  and  scope  of  in- 
stitutions, a paradox  and  a self-negating  combina- 
tion of  policies. 

As  regulations  founder,  a lot  of  us  have  asked, 
are  there  marketplace  alternatives  which  will  ef- 
fectively allocate  the  health  care  services  and  as- 
sociated costs?  Of  course,  secondly,  what  are  the 
possible  alternatives? 

A number  of  people  have  advocated  that  we 
gather  together  the  diverse  funds  that  we  pay  for 
health  care  then  place  these  collective  dollars  with 
the  individual  consumer  or  individual  family  in 
order  that  that  family  will  then  in  turn  make 
marketplace  considerations.  This  w'ould  require 
government  action  to  restructure  the  health  care 
market. 

This  basic  idea  is  the  subject  of  a myriad  of 
questions  and  it  is  not  simple  but,  rather,  highly 
complex. 

Is  a restructured  marketplace  for  health  com- 
patible with  our  present  concepts  of  fairness  and 
equity?  Will  consumers  make  informed  choices? 
Can  we  structure  a marketplace  that  reflects  the 
importance  that  the  American  people  collectively 
place  on  health?  Indeed,  can  people  such  as 
Enthoven,  Ellwood  and  McClure,  and  Fleming  and 
others  provide  us  with  a non-regulatory  answer  to 
the  control  of  health  care  costs? 

What  happens  to  the  quality  of  care?  Would 
services  be  both  effectively  and  efficiently  pro- 
vided? What  new  regulations  would  be  necessary? 
It  was  with  the  entire  aforementioned  back- 
ground— and  more — that  this  conference  was  dis- 
cussed initially.  After  consideration,  it  w'as  de- 
cided, for  better  or  for  worse,  that  a restored 
marketplace  would  require  a defined  specific 
payment  mechanism  which  would  in  turn  pro- 
foundly impact  upon  the  organization  of  the 
health  care  delivery  system.  Subsequently,  it  was 
determined  to  focus  specifically  on  a defined 
payment  mechanism  and  ask  the  best  thinkers  I 
know  to  project  what  would  follow  as  a result  of 
the  establishment  of  this  payment  mechanism. 

A bare-bones  administrative  mechanism  for 
payment  for  health  care  services  was  provided 
each  author,  with  the  full  anticipation  that  a suc- 
cessful scenario  by  the  author  would  require  addi- 
tional “givens”  determined  by  him  or  by  her.  But 
these  were  deliberately  left  to  the  authors. 

It  was  set  forth  as  a proposition  that  each 
individual,  or  head  of  the  household,  would  be 
provided  with  a specific  amount  of  buying 
power — a grant,  a certificate,  a voucher,  an  X — of 
specified  value.  It  was  further  specified  that  this 
voucher  would  be  indivisible,  that  is,  it  wouldn’t  be 
script.  A person  could  not  tear  off  pieces  and  give 
a $10.00  piece  to  one  provider  and  another  piece 
to  another  provider.  Further,  the  total  amount 


could  be  spent  only  with  qualified  intermediaries 
or  qualified  provider  groups.  Everyone  here  in 
this  audience  recognizes  how  big  that  word  “(jual- 
ified”  is  in  this  particular  description.  Further, 
services  must  be  contracted  for  a specified  period 
of  time,  probably  one  year.  The  contract  would  be 
between  the  individual  or  the  head  of  the  family 
and  the  intermediary  or  provider.  Benefits  for  the 
most  part  would  not  be  designated,  but  of  course, 
coverage  would  have  to  include  catastrophic  bene- 
fits because  we  could  not  have  people  falling  out  of 
the  system  to  backup  on  public  assistance  as  result 
of  having  contracted  only  for  services  of  a limited 
amount. 

It  is  felt  that  this  Administrative  mechanism  is 
compatible  with  almost  any  of  the  financing 
mechanisms  proposed  for  national  health  insur- 
ance. However,  it  is  recognized  that  the  financing 
mechanisms  and  the  method  of  administration  will 
indeed  modify  the  effects  of  the  payment  me- 
chanism. It  is  my  belief  that  the  financing  me- 
chanisms which  are  proposed  under  the  Health 
Security  Act,  under  the  Comprehensive  Health 
Insurance  Program,  under  Kennedy-Mills,  under 
Medi-credit,  or  any  variety  or  combination 
thereof,  could  provide  the  monies  necessary  for 
individuals  and  families  to  have  a specified 
amount  of  buying  power. 

In  order  to  approach  this,  we  have  set  up  the 
conference  as  follows;  Professor  Alain  Enthoven 
will  make  a statement  initially  on  “The  Consumer 
Choice  Approach  to  National  Health  Insurance: 
Equity,  the  Marketplace,  and  the  Legitimacy  of  the 
Decision-Making  Process.”  Probably  everyone  in 
this  room  knows  that  Professor  Enthoven  has  over 
the  last  several  months  done  a great  deal  of  work 
in  the  area  of  an  alternative  marketplace  with 
consumer  choice. 

Following  that  we  will  have  three  scenarios  about 
what  would  happen  if  this  provider  payment 
mechanism  were  in  place  in  given  areas  of  the 
nation,  recognizing,  at  least  in  part,  the  diversity 
of  our  nation.  We  will  have  a scenario,  with  Walter 
McClure  speaking,  which  will  set  forth  what  he 
would  anticipate  in  behavioral  and  system  changes 
in  an  urban  well-served  area.  Following  Walt’s 


presentation,  comments  will  be  made  by  Ruth 
Hanft  and  Stuart  Altman.  I hen,  Ed  Martin  will 
make  a presentation  about  the  impact  of  the 
payment  tnechanisrn  in  rural  America.  His  paper 
will  he  discussed  by  Monty  Brown  and  Jim  Berns- 
tein. rhe  third  paper  of  this  kind  will  he  entitltvl 
“National  Health  Insurance  for  Inner-city  Under- 
served Areas;  General  Criteria  and  Analysis  of 
Proposed  Administrative  Mechanism”  by  David 
Kindig,  Irwin  Birnbaum  and  Victor  Sidel  with 
discussions  by  Art  Hess  and  A1  Haynes. 

Later  this  afternoon,  Stan  Jones  will  talk  about 
the  regulation  which  would  be  required  with  this 
payment  mechanism.  I am  sure  that  he  will  com- 
pare this  regulation  with  present  regulation  and 
also  proposed  regulations  under  the  various  cur- 
rent proposals  for  national  health  insurance. 

Finally,  as  a closing  session  for  today,  we  will 
have  roundtable  discussion  with  the  major  pre- 
sentors  of  the  papers  and  audience  questions  and 
comments.  Tomorrow  morning  we  will  have  the 
opportunity  to  hear  from  some  of  the  important 
actors  who  represent  some  of  the  major  groups 
who  provide  health  care  services  in  this  country.  I 
apologize  that  there  are  only  six  because  all  of  us 
can  identify  at  least  a dozen  others  who  should 
have  the  opportunity  to  speak.  Tom  Sherlock  will 
give  a response  from  the  perspective  of  Blue 
Cross.  Jim  Sammons  will  give  a response  from  the 
perspective  of  the  American  Medical  Association; 
Scott  Fleming  will  comment  on  behalf  of  the 
Group  Health  Association,  and  Alex  McMahon  on 
behalf  of  the  American  Hospital  Association.  Bert 
Seidman  will  give  a perspective  from  the  viewpoint 
of  labor  and  Jack  Shelton  from  the  viewpoint  of 
industry.  Again,  I apologize  to  those  of  you  who 
were  left  out  of  the  program — the  medical  schools, 
the  American  Group  Practice  Association,  the 
commercial  insurers,  provider-labor,  and  a num- 
ber of  others  who  could  make  valuable  contribu- 
tions. 

That  is  the  basic  format.  Following  the  presen- 
tations tomorrow,  Ernie  Saward,  who  always 
knows  what  is  going  on  before  I know  what  is 
going  on,  will  give  a summation  and  will  lead  a 
final  hour  of  discussion. 


The  consumer  choice  approach  to  National  Health  Insurance: 
equity,  the  marketplace,  and  the  legitimacy  of  the 
decision-making  process 

Alain  C.  Enthoven,  Ph.D. 


To  most  people,  National  Health  Insurance 
means  a government  monopoly  of  health  care 
financing,  either  through  a universal  third-party 
reimbursement  system  as  in  “Kennedy-Mills,”  or 
through  a regional  capitation  system,  as  proposed 
in  “Health  Security.”*  But  the  purposes  of  Na- 
tional Health  Insurance  do  not  require  a govern- 
ment monopoly.  They  might  be  served  equally  well 
or  better  through  the  private  sector.  One  approach 
to  this  would  be  to  require  employers  to  offer  their 
employees  private  insurance  meeting  certain 
standards,  and  to  leave  insurance  for  the  poor  and 
the  aged  in  the  public  sector.  This  was  the  Nixon 
Administration’s  “CHIP”  proposal.*^  Another  ap- 
proach w'ould  rely  on  public  subsidies  based  on 
need  to  help  individuals  pay  their  premiums,  and 
regulated  competition  among  private  health  bene- 
fits plans  that  would  finance,  underwrite,  and 
organize  the  care.  Examples  of  this  approach  are 
variously  described  as  “Voucher  National  Health 
Insurance,”  “The  Federal  Employees  Health 
Benefits  Program  Model,”  or  “Consumer  Choice 
Health  Plan.”  The  latter  emphasizes  the  distinctive 
feature  of  this  approach,  in  which  the  allocation  of 
resources  is  guided  by  consumer  choices  exercised 
in  a market  of  competing  health  plans.  This  kind 
of  proposal  raises  a number  of  broad  philosophical 
issues.  Can  it  be  equitable?  Will  a competitive 
market  work  in  health  care?  Are  consumers  capa- 
ble of  choosing  wisely?  Is  health  care  financing 
more  appropriately  organized  as  a government 
monopoly  or  through  private  markets? 

Consumer  Choice  Health  Plan  (CCHP)  in  outline 

First,  let  me  describe  the  essentials  of  Consumer 
Choice  Health  Plan.  Two  of  its  main  ideas  are 
controllable  subsidies  based  on  need,  and  com- 
peting alternatives  with  informed  choice.  Govern- 
ment would  help  people  enroll  in  and  pay  for  a 
private  health  benefits  plan  (insurance,  HMO,  or 
other  system)  with  tax  credits  or  vouchers  whose 
amounts  are  based  on  actuarial  category  and,  for 

* I wish  to  acknowledge  with  gratitude  the  support  of  the 

Henry  J.  Kaiser  Family  Foundation  for  the  preparation  of 
this  paper. 


the  poor,  financial  need,  that  are  usable  only  for 
premiums  in  qualified  health  plans.**  A typical  tax 
credit  for  a non-poor  family  of  four  in  1978  might 
be  $800  or  60  percent  of  the  actuarial  cost  for 
covered  benefits;  a typical  voucher  for  a poor 
family  might  be  $1350  at  the  zero  earned  income 
level,  phased  down  to  $800  at  an  income  of  $8400, 
the  “cash-assistance  breakeven”  in  the  Adminis- 
tration’s Welfare  Reforiti  proposal.^  Government 
would  seek  to  phase  out  its  open-ended  commit- 
ment to  third-party  reimbursement  insurance  that 
is  now  a main  cause  of  inflation.  Rules  would  be 
enacted  to  assure  that  all  people  would  have  a 
choice  among  competing  alternatives  (which  few 
have  today);  that  they  have  good  information  on 
which  to  base  their  choice;  that  competition  em- 
phasizes scope  of  benefits,  quality  of  services  and 
total  cost  (as  opposed  to  today’s  situation  with 
emphasis  on  preferred  risk  selection,  and 
minimizing  of  administrative  cost,  and  with  virtu- 
ally no  competition  in  cost  control  among  alterna- 
tive provider  systems.) 

The  specific  components  of  Consumer  Choice 
Health  Plan  can  be  summarized  under  the  cate- 
gories of  a financing  system  and  a pro-competitive 
regulatory  framework. 

The  financing  system  would  have  three  main 
parts. 

1.  Tax  credit.  The  present  exclusion  of  employer 
contributions  and  deductibility  of  individual  con- 
tributions to  health  insurance  and  deductibility  of 
medical  expenses  from  taxable  income,  now  cost- 
ing about  $10  billion,  would  be  replaced  by  a tax 
credit  based  on  actuarial  category.  That  is,  the 
present  open-ended  tax  subsidy  of  roughly  30 
percent  of  health  insurance  costs  up  to  any  level 
would  be  replaced  by  a 100  percent  subsidy  up  to  a 
predetermined  level,  with  no  subsidy  after  that. 

2.  Vouchers  for  Medicaid.  Medicaid  would  be  re- 
placed by  a system  of  vouchers  for  premium 
payments  to  qualified  health  benefits  plans,  inte- 
grated with  reformed  welfare,  and  reaching  100 
percent  of  actuarial  cost  of  basic  benefits  in  the 
case  of  the  poor  with  no  earned  income. 

3.  Freedom  of  choice  in  Medicare.  The  Medicare 


law  would  be  changed  to  permit  each  beneficiary 
to  have  his  Adjusted  Average  Per  Capita  Cost  paid 
to  the  qualified  health  plan  of  his  choice  as  a fixed 
prospective  periotlic  payment.  (Conventional 
Medicare  would  be  retained  for  those  who  choose 
it.  A voucher  would  supplement  Medicare  for  poor 
beneficiaries.) 

These  changes  are  aimed  at  correcting  today’s 
cost  increasing  incentives  in  government  pro- 
grams. They  take  money  now  used  to  subsidize 
people’s  choice  of  more  costly  systems  of  care,  and 
use  it  to  raise  the  floor  under  the  least  well 
covered.  They  give  consumers  an  incentive  to  seek 
out  systems  that  provide  care  economically  by 
letting  them  keep  the  savings.  Although  Govern- 
ment would  assure  that  people  have  enough 
money  to  enroll  in  a good  plan,  beyond  the  subsidy 
level  the  economically  self-sufficient  would  be 
using  their  own  (net  after-tax)  money  to  pay 
premiums,  which  should  motivate  them  to  seek 
value  for  it. 

The  main  elements  in  the  pro-competitive  reg- 
ulatory framework  are  these; 

• Open  enrollment.  All  qualified  plans  would  par- 
ticipate in  an  annual  government-managed  open- 
season,  similar  to  that  in  the  Federal  Employees 
Health  Benefits  Program.  This  would  enhance 
competition  and  assure  everybody  access  to  all 
qualified  plans  in  his  area. 

• Community  rating,  i.e.:  premiums  equal  for  all 
persons  in  the  same  actuarial  category  enrolled  for 
the  same  benefits  in  the  same  area,  to  preclude 
prohibitive  rates  for  poor  risks  and  to  spread 
health  care  costs  over  the  total  population. 

• Premium  rating  by  market  area  to  “internalize” 
costs  of  health  services  by  NHI  market  area,  to 
give  local  regulators  incentives  for  cost  control, 
and  to  eliminate  anti-competitive  cross-subsidies. 

• A limit  on  each  family’s  out-of-pocket  costs.  Qual- 
ified plans  may  use  cost-sharing  but  must  publish  a 
limit  on  individual  (or  family)  out-of-pocket  out- 
lays above  which  the  plan  pays  all  costs,  to  provide 
full  protection  against  catastrophic  medical  costs 
and  prevent  “medical  bankruptcies.” 

• Information  disclosure  would  help  consumers 
judge  the  merits  of  alternative  plans  and  help 
assure  public  confidence.  Data  would  include  pat- 
terns of  utilization,  availability  of  services,  and 
total  per  capita  cost  including  premiums  and  out- 
of-pocket  costs. 

Such  a National  Health  Insurance  proposal  de- 
finitely would  not  solve  all  the  problems.  We  can 
be  very  sure  of  that.  But  it  would  create  a financial 
framework  in  which  local  efforts  to  organize  cost- 
effective  health  care  delivery  systems  would  be 
productive.  For  example,  the  voucher  system 
could  provide  secure  long-term  funding  for  such 
efforts  as  those  of  Contra  Costa  County  in  Califor- 
nia which  is  seeking  to  develop  an  HMO,  initially 
oriented  to  serving  Medi-Cal  beneficiaries,  based 


on  the  (bounty  health  system.  It  could  do  the  same 
for  organized  systems  seeking  to  provide  care  in 
underserved  rural  areas. 

Can  it  be  equitable? 

One  of  the  goals  of  any  NHI  proposal  is  to  re- 
distribute resources  so  that  the  poor  will  have  ac- 
cess to  good  care.  The  most  effective  way  to  redis- 
tribute income  is  to  do  it  directly,  i.e.,  to  take 
money  from  the  well-to-do  and  pay  it  in  cash  or 
vouchers  to  the  poor.  That  way,  the  amount  of  re- 
distribution is  clearly  visible,  and  one  can  be  sure 
the  money  reaches  its  intended  target.  CCHP  can 
thus  be  used  to  bring  about  whatever  income  re- 
distribution for  medical  purchases  our  political 
process  will  support. 

Purchasing  power  is  the  most  effective  way  to 
command  resources.  A low-income  family  with  a 
voucher  worth  $1,350  to  shop  around  in  a com- 
petitive market  is  much  more  likely  to  receive  good 
quality  services  willingly  provided  than  in  any 
other  system.  Third-party  insurance  systems,  by 
contrast,  are  an  exceedingly  ineffective  way  to  re- 
distribute income.  Indeed,  as  is  the  case  with 
Medicare,  third-party  insurance  is  likely  to  pay 
more  on  behalf  of  rich  than  poor,  and  more  on 
behalf  of  the  well  served  that  the  underserved.  In 
a bureaucratic  system,  such  as  would  be  created 
under  Health  Security,  individuals  and  groups 
that  are  organized  and  forceful  and  skillful  at  get- 
ting their  way  come  out  ahead. 

While  the  vouchers  and  changes  in  the  tax  laws 
could  represent  a large  step  toward  equalization  of 
medical  purchasing  power,  CCHP  will  be  criticized 
because  it  does  not  guarantee  equal  health  care  for 
everybody.  Under  CCHP,  a variety  of  systems  and 
styles  of  care  would  be  permitted,  and  some 
people  would  choose  to  spend  more  and  get  more 
care  than  others.  Within  limits  that  assure  access  to 
good  care  to  everybody,  I see  nothing  wrong  with 
this.  Concern  for  the  disadvantaged  should  be  fo- 
cused on  improving  their  lot,  not  on  preventing 
the  rest  from  doing  better.  “Equity”  and  “equality” 
are  not  the  same  thing.  Moreover,  insistence  on 
equality  can  have  high  costs  in  terms  of  other 
goals.  First,  absolute  equality,  if  elevated  to  an  im- 
portant goal,  has  to  mean  uniformity,  for  with  va- 
riety in  systems  and  styles  of  care,  you  cannot  tell 
if  there  is  equality.  Uniformity  would  mean  a big 
loss  in  consumer  satisfaction.  Second,  if  a person 
can  get  no  better  care  no  matter  how  hard  he 
works,  then  an  important  work  incentive  is 
weakened.  Equalizing  per  capita  spending  elimi- 
nates a potential  gain  from  choosing  a less  costly 
system  or  style  of  care.  Third,  the  principle  of  ab- 
solute equality  in  health  spending  is  apparently 
not  widely  supported  by  the  American  people.  So 
insistence  on  absolute  equality  could  have  the  un- 
fortunate effect  of  blocking  substantial  but  part- 
way steps  toward  equality. 


Another  “equity”  issue  relates  to  the  fear  some 
people  have  that  a private  market  approach  to 
health  insurance  would  mean  more  private  profits. 
For  example,  would  CCHP  be  a major  windfall  for 
the  insurance  industry,  channelling  billions  of 
extra  dollars  through  it  with  no  limit  on  profit? 
Part  of  the  answer  to  this  depends  on  what  is 
meant  by  “profit.”  Economists  mean  by  “profit”  a 
return  on  capital  in  excess  of  what  would  be  if 
there  were  perfectly  competitive  conditions.  In 
that  sense,  there  are  very  large  profits  now  in  the 
health  services  business  and  there  would  continue 
to  be  under  any  non-competitive  system — only 
they  aren’t  called  profits.  Fhese  profits  are  taken 
out  of  the  system  in  all  sorts  of  “non-profit”  ways 
including  above  competitive  earnings  for  doctors 
and  hospital  w'orkers,  comfortable  life  styles  for 
hospital  administrators,  an  excessive  number  of 
conferences  and  other  activities  of  doubtful  pro- 
ductivity for  all  concerned.  Competition  keeps  all 
kinds  of  profits  low.  Moreover,  someone  who 
creates  a good  value  at  a low  cost  ought  to  be  able 
to  realize  a profit — at  least  if  we  want  anyone  to 
make  the  effort  to  produce  a good  value  at  a low 
cost.  Finally,  Blue  Cross  and  Blue  Shield  are 
not-for-profit,  and  half  of  the  top  twenty  health 
insurance  companies  are  mutuals,  “owned”  by 
their  policy  holders.  Those  that  are  investor- 
owned  pay  half  of  their  profits  in  taxes.  Among 
their  main  owners  are  pension  funds  that  pay 
pensions  to  professors,  policemen,  and  productive 
workers.  Upper  income  stockholders  pay  a sub- 
stantial part  of  their  dividends  in  income  taxes.  So 
very  little  insurance  company  profit  gets  into 
paying  for  high  living  by  the  wealthy,  the  idea 
usually  conjured  up  by  people  in  the  health  care 
business  who  point  with  alarm  to  “profits.”  The 
health  insurance  business  is  highly  competitive  and 
not  very  profitable,  and  it  is  likely  to  remain  so 
under  CCHP.  If  anything,  one  should  be  con- 
cerned about  profitability  insufficient  to  attract  the 
desired  entrepreneurial  effort. 


Can  a competitive  market  work  in  health  care 
services? 

Is  it  possible  to  achieve  a competitive  market  in 
health  services  delivery  in  which  various  kinds  of 
organized  systems  will  compete  with  each  other  in 
terms  of  quality,  cost  and  accessibility  of  services? 
There  is  such  a competition  in  a few  places  today, 
despite  the  many  barriers  to  the  development  of 
cost-effective  organized  systems.  Perhaps  the  best 
example  is  Hawaii  where  the  Hawaii  Medical 
Service  Association  (HMSA)  insures  about  64  per- 
cent of  the  non-military  population  of  the  State, 
while  the  Kaiser-Permanente  Medical  Care  Pro- 
gram serves  about  16  percent  of  the  population  of 
Oahu.  The  effect  is  to  divide  the  State  into  two 


competing  provider  groups.  Most  of  the  patients 
of  a non-Kaiser  doctor  or  hospital  are  likely  to  be 
covered  by  HMSA,  which  gives  HMSA  substantial 
power  to  influence  charges,  fees  and  utilization. 
Competition  between  the  two  groups  is  very  keen. 
The  result  is  effective  cost  control,  and  very  low 
hospitalization  rates  in  both  groups.®  There  is 
more  limited  competition  in  some  other  areas  such 
as  California  where  Kaiser,  Ross-Loos  Medical 
Group  and  various  Individual  Practice  Associa- 
tions (IPAs)  compete  for  Federal  and  State  em- 
ployees, university  faculties,  and  other  groups 
having  multiple  choice.  The  organized  systems  do 
very  well  in  competitive  multiple  choice  situations. 
For  example,  Kaiser-Permanente  of  Northern 
California  serves  37  percent  of  the  Federal  em- 
ployees, 43  percent  of  the  State  employees,  and  37 
percent  of  the  University  of  California  employees 
in  its  service  area. 

The  main  reason  we  do  not  have  more  such 
competition  is  the  strong  and  pervasive  bias  in  the 
policies  of  the  Federal  Government  against  cost- 
effective  organized  systems,  and  the  consequent 
lack  of  incentives  for  consumers  and  providers  to 
join  such  systems  under  existing  financial  ar- 
rangements. The  tax  laws,  the  Medicare  law,  the 
Planning  law's,  and  the  HMO  Act  all  have  impor- 
tant anti-HMO  biases.  Medicare  pays  more  on 
behalf  of  people  who  choose  more  costly  systems 
of  care.  For  example,  in  1970  Medicare  paid  $202 
per  capita  on  behalf  of  beneficiaries  cared  for  by 
cost-effective  Group  Health  Cooperative  of  Puget 
Sound,  but  paid  $356,  or  76  percent  more,  on 
behalf  of  similar  beneficiaries  in  the  same  area 
who  got  their  care  from  the  fee-for-service  sector. 
Similarly,  tax-subsidized  private  insurance,  with  no 
limit  on  tax-free  employer  contributions,  sub- 
sidizes employee  decisions  to  select  more  costly 
health  care  systems.  There  are  also  defects  in  the 
structure  of  the  private  market.  Most  workers  are 
offered  a single  health  insurance  plan  by  their 
employer,  usually  a third-party  reimbursement 
plan.  Most  do  not  have  a choice  between  a HMO 
or  other  cost-effective  organized  system,  and  a 
third-party,  fee-for-service  plan,  or  if  they  do,  the 
tax  laws.  Medicare,  and  employer  financing  ar- 
rangements do  not  let  them  keep  the  savings. 
These  public  policies  and  defects  in  private  market 
structure  need  to  be  corrected  to  create  the  condi- 
tions for  a fair  market  test  among  competing 
systems. 

The  main  reason  for  optimism  that  organized 
systems  w'ould  be  formed,  given  a fair  market  test, 
is  that  the  economic  advantage  of  organized  sys- 
tems can  be  large.  A recent  review  of  the  many 
comparison  studies  over  the  past  25  years  con- 
cluded, “The  evidence  indicates  that  the  total  costs 
(premium  and  out-of-pocket)  for  HMO  enrollees 
are  10  to  40  percent  lower  than  for  comparable 
people  with  health  insurance.”®  A Social  Security 


Administration  comparison  of  Medicare  reim- 
bursements for  beneficiaries  served  by  six  group 
practice  pre-payment  plans  and  a matched  sample 
served  by  fee-for-service  in  1970  found  the  former 
cost  73  percent  of  the  latter.^  The  point  is  not  that 
all  HMOs  costs  a lot  less;  in  any  industry  there  will 
be  more  and  less  efficient  producers.  The  point  is 
that  a substantial  number  of  HMOs  have  shown 
that  the  savings  can  be  large. 

The  creation  of  organized  systems  of  care  would 
not  have  to  take  the  many  years  of  institution  and 
facilities  building  characteristic  of  the  leading  Pre- 
paid Group  Practice  (PGP)  plans.  If  there  were  a 
market,  simpler  organizations,  based  on  existing 
institutions,  facilities,  and  practice  styles,  might  be 
developed  fairly  quickly  on  the  IPA  model,  the 
Health  Care  Alliance  (HCA),  Variable  Cost  Insur- 
ance (VCI),  or  other  broadened  definition  of 
HMO.  They  could  start  with  physicians  already 
established  in  fee-for-service  solo  practice,  with 
existing  doctor-patient  relationships,  existing 
facilities,  and  without  the  need  for  large  invest- 
ments. There  is  evidence  that  IPAs  have  been  less 
effective  than  PGPs  in  cost  control.  I believe  that, 
to  survive  in  the  long  run,  they  could  and  would 
have  to  strengthen  internal  controls,  carefully 
balance  specialty  mix,  and  improve  efficiency.  But 
these  changes  could  come  gradually. 


Are  consumers  capable  of  choosing  wisely? 

Proposals  to  rely  on  consumer  choice  to  guide 
the  health  services  system  are  invariably  subjected 
to  the  attack  that  “consumers  are  incapable  of 
making  intelligent  choices  in  health  care  matters.” 
So  it  seems  worthwhile  to  make  clear  exactly  what 
is  being  assumed.  Admittedly,  the  element  of 
ignorance  and  uncertainty  in  health  care  is  very 
large;  that  is  true  for  physicians  and  civil  servants 
as  well  as  ordinary  consumers.  CCHP  does  not 
assume  that  the  ordinary  consumer  is  a good  judge 
of  what  is  in  his  own  best  interest.  Consumers  may 
be  ignorant,  biased,  and  vulnerable  to  deception. 
CCHP  merely  assumes  that,  when  it  comes  to 
choosing  a health  plan,  the  ordinarly  consumer  is 
the  best  judge  of  it.  The  theory  of  optimum 
allocation  of  resources  through  decentralized 
markets  does  not  assume  that  every  consumer  is 
perfectly  informed  and  economically  rational. 
Markets  can  be  policed  by  a minority  of  well- 
informed  rational  consumers.  And  we  are  seeking 
merely  a good  and  workable  solution,  not  a 
theoretical  optimum.  CCHP  provides  consumers 
with  substantially  better  information  than  they  get 
now  and  much  stronger  incentives  to  use  it.  If 
there  were  a demand  for  it,  much  could  be  done  to 
organize  better  consumer  information.  In  any 
case,  the  key  factor  is  the  incentive  CCHP  gives  to 
providers,  i.e.,  provider  systems  will  get  their 


money  from  satisfied  consumers  rather  than  from 
the  Government.  In  (XTIP,  above  the  tax  credit/ 
voucher  level,  consumers  would  be  working  with 
their  own  money,  not  somebody  else’s. 

Critics  of  the  consumer  choice  position  usually 
are  not  very  explicit  about  whom  they  consider  to 
be  better  qualified  than  the  average  American  to 
choose  his  health  plan  for  him.  In  reality,  the 
alternative  to  a consumer  choice  system  is  a 
provider-dominated  system. 

Presumably,  every  NHI  scheme  under  consid- 
eration would  allow  each  consumer  choice  of 
physician  and  free  choice  as  to  whether  or  not  to 
accept  recommended  medical  treatment — deci- 
sions that  could  be  aided  ty  technical  knowledge. 
What  distinguishes  CCHP  from  the  others  is  that  it  seeks 
to  give  the  consumer  a choice  from  among  alternative 
systems  for  organizing  and  financing  care,  and  to  allow 
him  to  benefit  from  his  economizing  choices.  The 
issue  then  is  whether  consumers  can  be  trusted  to 
choose  wisely  when  it  comes  to  picking  a health 
plan — some  of  which  cost  less  than  others. 

Part  of  the  “consumer  choice”  issue  is  resistance 
to  the  idea  of  letting  the  poor,  because  of  their 
poverty,  choose  a less  costly  health  plan  that  might 
not  meet  their  medical  needs.  There  is  appearance 
of  a conflict  here  with  the  principle  of  CCHP  that 
people  must  be  allowed  to  benefit  from  their 
economizing  choices.  (There  is,  of  course,  an  issue 
as  to  how  much  the  poor  should  be  forced  to 
accept  their  share  of  society’s  assistance  in  the 
form  of  costly  medical  technology  of  doubtful 
value,  as  opposed  to  leaving  them  free  to  spend 
the  resources  on  other  things  like  food  and  hous- 
ing known  to  be  good  for  health.)  The  problem 
can  be  resolved  in  CCHP  by  setting  tbe  premium 
vouchers  (usable  only  for  health  insurance)  at  a 
high  enough  level  to  assure  access  to  a plan  with 
adequate  benefits — always  letting  plans  that  do  a 
better  job  attract  members  by  offering  less  cost- 
sharing or  more  benefits. 


Is  health  care  financing  more  appropriately  or- 
ganized as  a Government  monopoly  or  through 
private  markets? 

We  have  heard  a great  deal  about  “private  mar- 
ket failure,”  those  cases  in  which  the  “invisible 
hand”  does  not  guide  the  pursuit  of  self-interest  to 
serve  the  best  interests  of  society.  The  theory  of 
private  market  failure  has  been  elaborated  in  de- 
tail, and  has  served  as  a basis  for  the  principles  of 
appropriate  government  intervention  in  the  econ- 
omy. Much  of  the  case  for  NHI  rests  on  private 
market  failure.  And  there  is  no  doubt  that  the  pri- 
vate market  for  health  insurance  as  presently  con- 
stituted, and  shaped  by  numerous  government 
policies,  does  a poor  job  of  allocating  resources. 
Indeed,  the  main  idea  of  CCHP  is  that  the  private 


market  needs  to  be  restructured  and  that  a recon- 
stituted private  market  can  do  a better  job  than  a 
government  monopoly  of  health  insurance. 

For  years,  an  acceptable  form  of  social  criticism 
has  been  to  describe  a failure  in  a private  market 
and  to  propose  the  “solution”  of  turning  the  mat- 
ter over  to  government,  on  the  implicit  assumption 
that  government  will  make  things  better,  'fhis  is 
reinforced  by  an  ideology  that  asserts  that  “gov- 
ernment does  good”  and  “the  pursuit  of  private 
interest  is  bad.”  Experience  and  recent  research 
have  shown  us  that  that  is  an  inadequate  analysis. 
I'he  study  of  the  actual  effects  of  economic  regu- 
lation has  shown  not  only  that  such  interventions 
usually  don’t  make  things  better,  but  that  they 
seem  often  to  make  things  worse.  For  example,  the 
Civil  Aeronautics  Board  demonstrably  raises  air 
fares  and  forces  and  subsidizes  inefficient  patterns 
of  service.  To  make  the  case  for  government  inter- 
vention, one  should  have  to  demonstrate  that  the 
proposed  intervention  will  actually  (not  merely 
intentionally)  make  things  better,  and  that  pro- 
posed choice  of  means  of  intervention  is  a good 
one.  To  balance  the  theory  of  private  market  fail- 
ure, there  is  now  emerging  a political-economic 
theory  of  “government  failure.” 

The  following  generalizations,  while  obviously 
not  true  in  every  case,  summarize  important  in- 
sights that  must  be  considered  in  deciding  whether 
NHI  should  be  based  mainly  on  private  markets  or 
on  a government  monopoly.  They  are  stated  here 
over-simply  and  without  applicable  qualifications 
to  save  time. 

The  point  of  what  follows  is  not  to  imply  that 
government  is  “bad”  compared  to  private  enter- 
prise, or  that  government  people  are  better  or 
worse  than  private  enterprise  people.  Rather,  the 
point  is  that  government  has  certain  limitations 
that  are  deep  rooted,  if  not  inherent.  Government 
is  good  at  some  things  such  as  taking  money  from 
taxpayers  and  paying  it  to  social  security  benefici- 
aries, and  maintaining  competition  in  many  in- 
dustries; it  is  bad  at  other  things.  The  problem  of 
public  policy  design  is  to  define  the  appropriate 
role  for  government  to  achieve  desirable  social 
purposes  most  effectively. 

1.  Government  responds  to  well-focused  producer  inter- 
ests; competitive  markets  respond  to  broad  consumer 
interests.  People  vote  their  pocketbooks  and  other 
issues  of  decisive  personal  importance.  People  spe- 
cialize in  production,  diversify  in  consumption.  To 
a dairy  farmer,  a rise  in  coffee  prices  is  a minor 
irritant,  but  an  increase  in  milk  price  supports  is  a 
“make  or  break”  issue.  People  are  therefore  much 
more  likely  to  pressure  their  representatives  on 
their  producer  interests  than  on  consumer  inter- 
ests, and  their  companies  and  unions  provide  a 
natural  organization  for  doing  so.  To  get  re- 
elected, members  of  Congress  must  respond  to 
well-focused  producer  interests. 


In  competitive  markets,  companies  get  their  rev- 
enues from  satisfied  customers  who  have  alterna- 
tive choices.  So  in  product  and  pricing  decisions, 
business  must  seek  to  serve  the  desires  of  consum- 
ers. Thus,  the  choice  between  government  “com- 
mand-guided” versus  private  competitive  market- 
guided  NHI  is  a choice  between  service  mainly  to 
providers  or  to  consumers. 

Government  protection  of  providers  against 
consumers  has  been  illustrated  nicely  by  the  typical 
responses  of  State  legislatures  to  the  so-called 
“malpractice  crisis.”  Fhat  is,  they  have  defined  the 
problem  as  one  of  excessive  judgments  and  time 
limits,  rather  than  one  of  excessive  incidence  of 
medical  injury  or  negligence  or  inadequate  medi- 
cal quality  control.  And  the  remedies  have  typi- 
cally been  limits  on  awards,  and  tighter  statutes  of 
limitations,  all  to  protect  providers  rather  than 
consumers. 

2.  As  Charles  Schultze  puts  it,  “The  rule  of  'Do  no 
direct  harm'  is  a powerful  force  in  shaping  the  nature  of 
social  intervention."  We  put  few  obstacles  in  the  way 
of  a market-generated  shift  of  industry  to  the 
South  . . . but  we  find  it  extraordinarily  difficult  to 
close  a military  base  or  a post  office.”*  The  reason 
is  that  market-generated  changes  are  the  result  of 
impersonal  forces,  while  people  have  recourse  to 
the  Congress  and  the  Courts  to  stop  government 
actions  that  would  harm  them.  Thus,  a 
government-run  or  regulated  system  must  be  very  rigid. 
This  would  be  especially  harmful  in  medical  care 
in  which  the  interests  of  economy  and  equity  call 
for  large  changes.  Many  thousands  of  acute  hos- 
pital beds  should  be  closed  or  converted  to  other 
uses.  This  will  not  be  done  by  direct  government 
action.  The  inability  of  the  Executive  Branch  to 
close  Public  Health  Service  hospitals  in  many  years 
of  trying  illustrates  the  point. 

3.  When  every  dollar  in  the  system  is  a Federal  dollar, 
what  every  dollar  is  spent  on  becomes  a Federal  case. 
The  recent  Congressional  deadlock  on  Medicaid 
funding  for  abortion  illustrates  the  point.  Many 
(not  all)  opponents  of  abortion  could  reluctantly 
agree  that,  under  present  law,  what  each  woman 
does  about  it  is  a private  matter  between  her  and 
her  doctor  as  long  as  the  money  to  pay  for  it  comes 
from  a private  source.  But  it  becomes  an  entirely 
different  matter  when  they  are  forced  to  pay  taxes 
to  pay  for  a procedure  they  find  abhorent.  A Fed- 
eral monopoly  on  health  care  financing  transforms 
a matter  of  individual  private  choice  into  an  issue 
in  which  one  side’s  victory  has  to  mean  the  other 
side’s  defeat.  Putting  permissible  medical  proce- 
dures to  majority  vote  would,  to  use  Schultze’s 
phrase,  ”...  stretch  thin  the  delicate  fabric  of 
political  consensus  by  unnecessarily  widening  the 
scope  of  activities  it  must  cover.”* 

4.  Equality  of  treatment  by  government  tends  to  mean 
uniformity.  You  like  Ford  cars;  I like  Chevrolet.  If  a 


government  monopoly  makes  the  cars,  we  get  a 
“Fordolet”  with  considerable  loss  in  consumer 
satisfaction.  The  uniform  product  is  often  a bar- 
gained compromise  that  pleases  no  one.  Medicare 
forces  all  its  beneficiaries  to  receive  their  share  of 
benefits  in  the  form  of  high  technology  institu- 
tional care:  it  won’t  support  less  costly  styles  of 
care  (with  more  home  care  and  less  cost  sharing) 
on  an  equal  per  capita  cost  basis.  In  something  so 
personal  as  medical  care,  subject  to  such  variation 
in  individual  tastes,  government-imposed  uni- 
formity means  large  losses  in  consumer  satisfac- 
tion. Private  markets  cater  to  a diversity  of  tastes. 
Segmentation  is  a time  honored  business  strategy. 
If  anything,  some  private  industries,  such  as 
pharmaceuticals,  are  criticized  for  an  excessive  and 
useless  degree  of  product  differentiation. 

5.  Government  generally  does  a poor  job  providing  serv- 
ices to  individuals.  Compare  the  quality  and  respon- 
siveness of  service  provided  by  the  Telephone 
Company  and  the  Post  Office;  the  responsiveness 
of  private  and  public  schools  to  children’s  needs 
and  problems;  the  speed  and  ease  of  registration 
in  private  versus  public  universities.  The  govern- 
ment is  chronically  slow  in  paying  people  the 
money  it  owes  them.  The  IRS  provides  a telephone 
information  service  for  taxpayers;  it  isn’t  open 
evenings  and  weekends,  even  in  the  first  half  of 
April.  If  Sears  or  Safeway  did  that,  they  would 
soon  be  out  of  business.  The  main  reasons  for  such 
poor  service  are  civil  service  tenure  and  the  fact 
that  government  monopolies  don’t  have  competi- 
tive incentives  to  give  good  service.  I doubt  any- 
body has  lost  a job  for  inadvertently  misdelivering 
mail  or  keeping  a welfare  recipient  waiting. 

If  one  airline  keeps  a customer  waiting,  he  can 
switch  to  another.  If  the  Post  Office  loses  his  mail, 
there  is  not  much  he  can  do  but  get  angry  and 
complain  about  the  government.  The  burden  of 
anger,  frustration  and  disrespect  for  government 
is  a cost  that  should  be  weighed  carefully  in  the 
choice  of  a NHI  system. 

6.  The  Government  performs  poorly  as  a cost-effective 
purchaser.  Think  of  the  Rayburn  Building,  the 
South  Portal  Building,  Medicaid  and  the  C-5A. 
The  C-5A  story  illustrates  one  reason  for  this:  if  a 
government  agency  gets  tough  with  suppliers,  the 
suppliers  can  go  to  Congress  and  get  the  rules 
changed.  Recall  the  aerospace  industry’s  campaign 
against  total  package  procurement  and  tough  in- 
centive contracts.  Unlike  the  C-5A,  the  Boeing  747 
was  built  on  time,  within  budget,  and  with  no  sig- 
nificant technical  defects.  You  can  be  sure  Boe- 
ing’s suppliers  didn’t  “buy-in”  with  unrealistically 
low  bids  and  expect  to  be  bailed  out.  The  main  dif- 
ference is  in  the  customer:  Boeing  and  its  custom- 
ers were  spending  their  own  money;  Lockheed’s 
customer  wasn’t.  Private  buyers  can  make  deci- 
sions based  on  judgment.  If  Boeing  purchasing 
agents  thought  a supplier  was  taking  unfair  ad- 


vantage of  a contract  provision,  they  could  cut  him 
off  at  the  next  renewal  or  reorder  point,  and 
wouldn’t  have  to  buy  from  him  again,  even  if  he 
was  the  “low  bidder.”  Government  purchasers  are 
surrounded  by  many  complex  procedural  rules 
based  on  legal  concepts  of  fairness,  safeguards 
against  favoritism,  and  attempts  to  imitate  the  pri- 
vate market  (competitive  bidding)  and  they  are 
subjected  to  many  political  pressures  arul  con- 
straints. I'heir  decisions  have  to  be  “objective”  and 
able  to  stand  up  in  court.  I'hey  can’t  use  nearly  as 
much  judgment  as  their  private  sector  counter- 
parts. 

The  government  seems  addicted  to  cost-reim- 
bursement despite  its  notorious  record  for 
generating  cost  overruns.  Cost-reimbursement 
protects  providers  from  risk  of  loss.  .Moreover, 
there  is  a political  hypersensitivity  to  profit  as 
opposed  to  cost  vs.  quality.  Medicare  will  readily 
pay  the  high  daily  costs  of  a university  hospital 
because  it’s  all  cost,  while  for-profit  community 
hospital  that  provides  the  same  service  for  a much 
lower  cost  is  vulnerable  to  attack  for  “making 
profit  out  of  sick  people.” 

Medicaid  is  vulnerable  to  fraud  and  abuse  for 
very  fundamental  reasons,  not  merely  because 
administrators  are  lax  or  ineffective.  Government 
administrators  of  such  a program  have  neither  the 
same  incentives  nor  the  same  authority  as  a private 
purchaser  using  his  own  money. 

7.  The  political  system  is  extremely  risk  averse.  Private 
businessmen  speak  without  apology  of  the  gambles 
they  made  that  didn’t  pay  off.  To  survive  in  a 
changing  industry,  one  has  to  innovate,  which 
means  taking  chances.  The  system  is  tolerant  of 
individual  mistakes  as  long  as  the  batting  average 
is  good. 

By  contrast,  the  political  system  give  inordinate 
attention  to  individual  mistakes.  So  government 
has  become  a sophisticated  mechanism  for  dis- 
persing and  avoiding  personal  responsibility  and 
for  avoiding  risk.  Moreover,  visible  errors  of 
commission  are  punished  far  more  severely  than 
invisible  errors  of  omission. 

An  example  of  the  consequences  of  this  is  the 
HMO  Act.  Once  the  government  embraced 
HMOs,  it  could  not  allow  them  to  fail.  So  it  so  sur- 
rounded them  with  such  detailed  rules,  regula- 
tions and  requirements  that  they  couldn’t  move — 
assuring  little  chance  of  failure  and  even  less 
chance  of  success.  Previous  to  the  government  in- 
volvement, for  more  than  30  years  millions  of  pri- 
vate buyers  had  bought  comprehensive  health  care 
services  from  the  prototype  HMOs  with  evident 
satisfaction,  and  with  no  need  for  anything  like  the 
detailed  laws  and  regulations  laid  on  by  the  gov- 
ernment. (The  notorious  prepaid  health  plan 
scandals,  mainly  in  Southern  California,  were  an 
example  of  government  buying,  not  private  buying 
of  services). 


The  government’s  risk  aversion  makes  it  very 
difficult  to  innovate  in  a government-regulated 
environment. 

The  financing  of  individual  health  care  services 
does  not  need  to  be  a monopoly.  There  is  no  tech- 
nical or  economic  factor  that  must  make  it  a “natu- 
ral monopoly”  like  a public  utility.  Nor  is  personal 
health  care  a “public  good”  like  defense  or  police 
protection.  With  the  exception  of  immunizations 
for  communicable  diseases,  the  benefits  of  indi- 
vidual health  care  services  are  enjoyed  primarily 
by  the  individual  and  his  family,  and  he  should  be 
allowed  a large  measure  of  choice  concerning  it. 
The  important  public  purposes  of  universal  access 
to  good  quality  care  can  be  pursued  most  effec- 
tively in  a decentralized  private  system  guided  by 
an  appropriate  structure  of  incentives  and  pro- 
competitive  regulation. 

Finding  our  way  to  the  best  systems  and 
incentives 

To  me,  one  of  the  most  compelling  arguments 
for  using  a decentralized  competitive  private  mar- 
ket to  organize  the  delivery  of  personal  health 
services  is  that  we  simply  don’t  know  what  are  the 
best  ways  to  organize  health  care,  if  such  even  exist, 
or  what  is  the  best  set  of  financial  and  other  in- 
centives for  physicians.  While  the  advocates  of 
prepaid  group  practice  have  some  compelling  ar- 
guments in  their  favor,  many  people  have  not  ac- 
cepted this  form  of  organization  when  given  the 
choice.  And  some  believe  that  physicians  with  such 
incentives  will  be  motivated  to  underserve  their 
patients.  These  issues  simply  cannot  be  resolved  in 
the  abstract.  There  is  no  theoretical  way  of  defin- 
ing an  optimum  set  of  incentives  for  a doctor.  The 
“output”  of  health  care  is  too  elusive  and  intangi- 
ble. And  the  relationship  of  the  “input”  to  the 
“output”  is  too  tenuous.  Thus,  the  only  way  we  can 
find  our  way  to  good  forms  of  organization  is 
through  experience  with  competing  alternatives, 
evaluated  by  the  judgment  of  the  beneficiaries. 
The  only  basis  I know  for  identifying  the  best  sys- 
tems is  to  see  which  ones  survive  in  a fair  competi- 
tion over  the  long  run. 


References 

1.  “Kennedy-Mills”  refers  to  “The  Comprehensive 
National  Health  Insurance  Act  of  1974,”  S. 
3286,  93rd  Congress,  2nd  Session,  April  2, 
1974. 

2.  See  H.R.  12684,  93rd  Congress,  2nd  Session, 
February  6,  1974. 

3.  An  actuarial  category  is  a grouping  of  benefici- 
aries for  premium  rating.  One  familiar  example 
is  “individuals,  couples,  and  families”  for  the 


non-aged.  A more  complex  set  of  categories 
might  separately  identify  persons,  e.g.,  aged 
50-65,  etc.  Or  categories  might  be  defined  for 
such  costly  diseases  as  end-stage  renal  failure. 

4.  Actuarial  Cost  is  the  average  total  costs  of 
covered  benefits  (insured  and  out-of-pocket)  in 
the  base  year,  updated  each  year  by  a suitable 
index,  for  persons  in  each  actuarial  category. 
Actuarial  Cost  should  also  reflect  location. 

5.  HMSA  had  a group-enrollee  hospital  utilization 
rate  of  390  days  per  1000  in  1975,  including 
retirees  in  groups,  but  not  individuals  65  and 
over.  Kaiser  Hawaii  Region  had  375  days  per 
1000  for  members  under  65  and  438  days  per 
1000  overall.  Because  the  Kaiser  and  HMSA 
numbers  have  not  been  normalized  for  age-sex 
composition,  they  cannot  be  compared  accu- 
rately. However,  the  data  do  support  the  view 
that  both  groups  have  very  low  and  similar 
hospital  utilization  rates. 

6.  Luft,  Harold  S.,  “How  Do  Health  Maintenance 
Organizations  Achieve  Their  ‘Savings’:  Theory, 
Rhetoric,  and  Evidence,”  Department  of  Fam- 
ily, Community  and  Preventive  Medicine,  Stan- 
ford University,  June  1977. 

7.  Goss,  Steve,  “A  Retrospective  Application  of 

HMO  Risk-Sharing  Savings  Formula  for  Six 
Group  Practice  Prepayment  Plans  for  1969  and 
1970,”  USDHEW,  SSA,  Actuarial  Note  Number  1 
88,  DHEW  Publication  No.  (SSA)  76-11500  | 

(11-75).  I 

8.  Schultze,  Charles  L.,  “The  Public  Use  of  Private  ^ 

Interest,”  Harpers,  May  1977.  ■ 

9.  Schultze,  op.  cit. 


\ 


i 


An  analysis  of  health  care  system  performance 
under  a proposed  NHI  administrative  mechanism 

Walter  McClure,  Ph.D. 


I finally  figured  this  conference  out.  Bill  Roy 
was  getting  awfully  impatient  with  the  pace  of 
change  in  health  care,  so  he  cooked  up  this  plot  to 
invite  every  important  mover,  thinker,  and  shaker 
in  the  business  up  to  this  conference,  including 
himself,  and  obviously,  we’d  all  drive  off  the  road 
in  that  fog  last  night.  That  would  produce  some 
kind  of  change. 

We  are  dealing  with  what  I believe  is  probably 
the  single  most  crucial  issue  of  National  Health 
Insurance:  how  will  NHI  impact  the  delivery 
system.  Because  everything  we  want  NHI  to  do 
depends  upon  how  the  delivery  system  behaves. 

We  can  approach  this  problem  in  two  opposite 
directions. 

First,  we  can  ask  “What  do  we  know  about  the 
potentially  effective  models  for  the  delivery  sys- 
tem, and  will  this  proposed  administrative 
mechanism  be  supportive  of  one  or  another  of 
these  models?” 

The  other  way  is  to  take  the  mechanism  and  ask: 
“Suppose  we  pass  it  tomorrow,  what  would  hap- 
pen?” I am  going  to  try  to  take  both  of  these 
approaches.  And  so  I’ll  divide  my  talk  into  two 
parts. 

In  the  first  part.  I’ll  quickly  review  what  I think 
are  the  effective  models,  and  then  comment  on 
how  this  mechanism  might  perform  in  each  one: 
what  role  or  what  force  it  might  play?  Would  it  be 
encouraging,  neutral  or  negative  to  that  model? 
And  then  I’ll  turn  it  around  in  the  second  part  and 
inquire,  supposing  we  did  pass  NHI  with  this 
mechanism  tomorrow,  what  are  alternative 
scenarios  that  we  could  expect  for  the  delivery 
system  under  this  mechanism? 

To  begin  the  first  part — I think  that  we  can  un- 
derstand the  available  effective  models  in  the  fol- 
lowing way.  The  objectives  of  the  National  Health 
Insurance  are  adequate  health  care  and  health  in- 
surance protection  to  all  Americans  at  an  accept- 
able level  of  national  expenditure.  And  the  reason 
that  we  can’t  achieve  these  objectives  is  an  absence 
of  either  effective  market  forces  or  effective  regu- 


* This  represents  a truncated  version  of  my  paper  for  the 
purposes  of  oral  presentation  at  the  conference.  The  com- 
plete paper  is  included  as  an  Appendix  to  this  chapter. 


latory  forces  in  the  health  care  delivery  system. 
There  are  obviously,  then,  two  alternative 
strategies:  we  will  either  install  effective  market 
forces,  or  install  effective  regulatory  forces,  or  do 
some  combination  of  both.  Otherwise  we’ll  con- 
tinue to  pay  through  the  nose  for  a system  which 
does  not  deliver  adequate  health  care  and  ade- 
quate health  insurance  to  all  Americans. 

Now,  either  effective  approach,  whether  the 
market-oriented  approach  or  regulatory-oriented 
approach,  I think  the  evidence  shows  will  be  ex- 
tremely difficult  to  implement.  We  will  not  achieve 
the  implementation  of  the  one  approach  any  faster 
than  the  other.  It  will  take  just  as  long  to  create  an 
effective  market  as  to  create  an  effective  regula- 
tory system,  and  vice  versa. 

In  the  real  world  I don’t  think  that  we  will  have 
any  pure  market  approach  or  pure  regulatory  ap- 
proach. I know  of  no  market  model  that  can  be 
expected  to  work  in  every  area  on  every  objective 
that  we  have.  We  are  obviously  going  to  have  to 
supplement  it  with  some  degree  of  regulation. 

Conversely,  I am  even  more  skeptical  that  there 
is  any  known  regulatory  approach  which  can  work 
by  itself.  If  consumers  have  the  idea  that  medical 
care  is  free  and  totally  paid  for,  then  the  force  of 
consumers  and  providers  coming  to  cash  that 
blank  check  is  going  to  overwhelm  any  regulatory 
mechanism  that  we  try  to  set  up  to  oppose  it.  (Con- 
sider as  examples  the  V.A.  and  Medicare  renal 
dialysis  programs.)  And  I predict  a scenario  in 
such  a situation  where  all  care  is  free  (i.e.,  all  mar- 
ket forces  are  absent)  that  providers  will  become 
the  heros  defending  the  public  against  the  stingy 
government.  And  my  guess  is  that  the  government 
will  cave  in  to  those  pressures,  much  as  we  see  now 
in  New  York  City,  for  example. 

My  own  judgment  is  that  the  more  effective  the 
market  forces  we  install  in  the  delivery  system,  the 
better  the  system  will  perform  no  matter  how 
much  additional  regulation  is  required.  The 
stronger  the  effective  market  forces,  the  more 
minimal  the  additional  regulation  need  be  and  the 
more  likely  it  will  work.  The  weaker  the  market 
forces,  the  stronger  the  regulation  required,  and 
the  less  likely  it  will  work. 


And  so  we  ought  to  give  the  market  as  strong  a 
shot  as  we  can.  If  it  works  well,  it  may  be  almost 
sufficient  that  we  can  avoid  strong  regulation.  On 
the  other  hand,  if  the  market  does  not  work  well 
or  can’t  be  made  to  emerge,  we  can  always  resort 
to  strong  regulation. 

The  reverse  is  not  true.  If  we  go  the  regulatory 
route,  and  it  doesn’t  work  or  we  don’t  like  it,  it  will 
be  hard  to  resort  to  the  market.  It  is  extremely  dif- 
ficult to  dismantle  or  reorient  regulation,  once  it  is 
in  place. 

To  sum  up,  we  ought  to  go  as  hot  and  heavy  on 
an  effective  market  as  we  can,  and  supplement  it 
where  necessary  with  compatible  effective  regula- 
tion. Where  the  market  works,  little  additional 
regulation  will  be  necessary.  Where  strong  regula- 
tion proves  necessary,  to  the  extent  that  we  can 
establish  any  market  forces  at  all,  the  regulation  is 
that  much  more  likely  to  work. 

All  right.  What  are  the  effective  market  models 
and  what  are  the  effective  regulatory  models?  I’ll 
only  make  a few  summary  points  here. 

A market  force  is  a price  incentive  that  rewards 
(penalizes)  both  consumers  and  providers  for 
making  wise  (poor)  choices  among  costly  re- 
sources. To  create  effective  market  forces  we  need 
to  do  two  things:  (1)  create  choices  which  consum- 
ers can  choose,  (2)  create  price  incentives  that  re- 
ward choosing  those  choices  which  represent 
“value  for  money”  (where  by  value  we  mean  all 
those  aspects  of  medical  care  which  people 
value — quality,  availability,  caring,  etc.).  We  know 
two  credible  market  models  that  might  do  this. 
The  first  is  Martin  Feldstein’s  model:  very  strong 
front-end  consumer  cost-sharing.  I think  techni- 
cally it  would  work;  I just  doubt  that  we  can  legis- 
late it.  So  our  progress  on  that  approach  will  have 
to  come  from  consumers  choosing  to  buy  it.  And 
the  evidence  in  Canada  and  in  Medicare  in  this 
country  is  that  consumers  with  their  own  money 
will  supplement  even  weak  deductibles;  the  evi- 
dence of  labor  group  bargaining,  individual  health 
insurance  policies,  and  the  Federal  Employees  op- 
tions is  that  people  want  comprehensive  insurance, 
not  strongly  cost-shared  insurance. 

And  so  I think  that  even  in  a world  of  choice  it’s 
doubtful  that  Feldstein’s  major  risk  insurance  will 
become  widespread.  Which  leads  us  to  the  prob- 
lem of  how  do  we  install  market  forces  in  a 
comprehensively  insured  world?  And  I think  that 
Alain  has  discussed  that.  I’ll  make  one  point:  I call 
all  these  plans — HMO’s,  health  care  alliances,  and 
so  on — I call  them  “health  delivery  plans”  to 
distinguish  them  from  health  insurance  plans.  And 
they  have  one  common  characteristic.  They  draw  a 
ring  around  a group  of  doctors  and  hospitals,  and 
they  say  to  the  consumer,  if  you  agree  to  go  to 
these  providers  for  comprehensive  care,  then  you 
will  pay  premium  X,  which  is  different  than 
premium  Y,  which  you  would  pay  to  go  to  any 


provider  under  Blue  Cross.  And  if  you’ve  got  an 
efficient  set  of  providers  in  your  deliverv  plan, 
premium  X will  be  less  than  V,  rewarding  consum- 
ers for  choosing  efficient  providers  and  rewarding 
efficient  providers  by  letting  them  attract  consum- 
ers. It’s  not  the  organization  of  these  providers 
that  creates  the  market  force  (although  market 
forces  may  eventually  shape  the  organization  of 
plans  of  providers).  Fo  create  market  forces  it  is 
only  necessary  to  draw  a ring  around  a group  of 
providers  who  will  be  accountable  to  the  consumer 
for  providing  his  care  in  return  for  a premium 
that  the  consumer  shares.  So  to  over-specify  how 
health  delivery  plans  are  organized  would  be,  I 
think,  unnecessary  and  undesirable. 

I will  go  through  some  arguments  in  the  second 
part  of  the  paper  which  suggest  that  1 think  that 
this  kind  of  world — a world  of  consumers  choosing 
competing  health  delivery  plans — can  do  a pretty 
good  job. 

Let  me  make  a second  point  about  this  model. 
We  not  only  must  create  choices  of  delivery  plans 
amongst  whom  consumers  can  choose.  We  must 
also  create  a reward  for  consumers  to  choose  effi- 
cient plans.  There  must  therefore  be  flexibility  in 
benefits  and  in  the  consumer  share  of  the  pre- 
mium, or  else  there’s  nothing  to  compete  over. 
There’s  no  way  to  reward  the  consumer  for  going 
to  the  efficient  provider.  The  efficient  provider 
has  no  way  to  attract  him. 

In  other  words,  in  the  present  system,  if  you 
look  at  it,  it  makes  no  difference  whether  the  con- 
sumer goes  to  the  most  expensive  hospital  in  town 
or  the  most  efficient.  His  premium  is  the  same,  it  is 
unchanged  by  his  choice,  and  his  insurance  will 
cover  him  no  matter  what  the  bill.  In  a world  of 
competing  delivery  plans,  however,  his  choice  of 
providers  makes  a difference  in  his  premium,  or 
else  he  gets  greater  benefits.  So  he  has  a reward 
for  going  to  an  efficient  set  of  providers. 

Conversely,  as  far  as  providers  are  concerned,  in 
the  present  system,  if  you  are  efficient  you  are 
penalized;  you  are  paid  less  (30  percent  less  in 
Seattle,  for  example,  according  to  Alain).  And 
your  efficiency,  far  from  being  a selling  point  to 
consumer,  is  not  only  irrelevant  to  them,  it’s  not 
even  visible  to  them. 

So  the  thing  that  creates  the  market,  if  you 
will, — think  of  it  in  two  steps.  You’ve  got  to  create 
the  market,  which  is  a set  of  rewards  for  consum- 
ers to  make  efficient  choices.  Next  you’ve  got  to 
create  these  delivery  plans  that  will  then  compete 
in  the  market.  If  we  want  to  implement  that  world, 
that’s  what  we  have  to  accomplish.  The  scenarios 
in  the  later  part  will  deal  with  that. 

It  seems  to  me  in  discussing  the  role  of  this  pro- 
posed administrative  mechanism  that  this  admin- 
istrative mechanism  is  the  sine  qua  non  of  the  mar- 
ket. Without  it,  you  have  no  market  because  there 


is  nothing  to  compete  over  (i.e.,  no  “value  for 
money”  price  incentive). 

As  an  alternative  to  the  above  market  ap- 
proaches, the  third  potentially  effective  delivery 
system  model  that  I know  of  is  to  convert  the  sys- 
tem to  a public  utility  in  which  you  put  a lid  on 
total  expenditures,  i.e.,  a regulatory  ceiling  on  all 
dollars  which  flow  into  the  system.  This  “lid” 
model  has,  I think,  the  difficulties  which  Alain 
mentioned  without  regulation,  but  on  the  other 
hand  you  can  say  that  in  a model  where  we  vote 
the  budget  we  can  certainly,  at  least,  make  a politi- 
cal decision  to  control  how  much  we  will  spend. 
Whether  we  exercise  that  control  wisely  is  another 
question;  whether  it  will  be  unduly  influenced  by 
producer  interest  versus  consumer  interest  is  cer- 
tainly a question  of  technical  and  value  judgments. 
But  the  amount  will  be  potentially  controllable. 

Now,  the  administrative  mechanism — and  I will 
just  call  it  the  example  administrative  mechanism. 
(It’s  a cumbersome  term  but  it’s  fairly  free  of 
value-laden  rhetoric.)  This  example  mechanism,  in 
my  judgment,  is  neutral  but  compatible  with  a 
lid-oriented  public  utility  model.  There  are  other 
administrative  mechanisms  compatible  with  a “lid- 
ded” public  utility,  but  they  are  not  simultaneously 
so  easily  compatible  with  market  forces.  For  exam- 
ple, we  could  write  Medicare  large,  where  we  turn 
health  insurance  into  a public  monopoly.  In  that 
sort  of  administrative  mechanism  all  dollars  would 
flow  to  a Federal  mechanism,  and  that  is  certainly 
one  way  to  put  a lid  on  the  budget.  That  way,  in 
fact,  is  forcing  to  a lidded  public  utility  approach. 

The  example  mechanism  that  Alain  has  dis- 
cussed is  not  forcing  to  a lidded  public  utility  ap- 
proach, but  it  is  compatible  with  it.  In  fact,  one  of 
the  virtues  of  this  approach  is  not  only  can  you 
make  the  market  work,  you  can  also  make  a lidded 
regulatory  approach  work  simultaneously.  And 
not  only  can  you  make  a lidded  public  utility  ap- 
proach work,  which  to  my  knowledge  is  the  only 
regulatory  approach  likely  to  work,  you  can 
“performance-relate”  the  regulations.  By  that  I 
mean  you  can  reward  efficient  providers  by 
exempting  them  from  regulation  entirely,  and  you 
can  allow  the  regulations  to  operate  more  severely 
on  inefficient  providers.  I submit  to  you  that  is  a 
terribly  important  point  which  present  regulation 
entirely  omits.  The  present  regulatory  sun  shines 
equally  on  the  just  and  the  unjust.  There  is  no 
incentive  for  any  provider  to  achieve  the  objectives 
of  regulation  because  it  makes  no  difference  no 
matter  how  efficient  you  are,  you  will  still  be 
subject  to  rate  controls  and  Certificate  of  Need 
and  PSRO,  and  all  of  the  rest  of  the  cost  controls 
• that  we  have  laid  on  this  system.  I think  it’s  time  to 
j shift  our  regulatory  approach  to  one  that  rewards 
\ providers  for  achieving  the  objectives  of  the  regu- 
j lation. 

^ So  much  for  the  models  and  the  role  of  the  ad- 


ministrative mechanism.  I will  elaborate  those 
points  in  the  second  part  of  my  talk;  I will  mention 
again  in  a little  more  detail  how  I think  this  ad- 
ministrative mechanism  could  be  coupled  with 
lid-oriented,  performance-related  public  utility 
regulation. 

I want  to  turn  to  the  second  part  of  my  talk  now, 
and  ask  what  might  happen  were  we  to  pass 
National  Health  Insurance  which  incorporated  the 
kind  of  administrative  mechanism  we’re  talking 
about — a fixed  sum  of  dollars  to  each  person  to 
buy  a plan  of  his  or  her  choice,  and  he  or  she  puts 
in  the  difference.  T hat  mechanism  could  be  incor- 
porated into  almost  any  existing  national  health 
insurance  proposal. 

Suppose  we  pass  a National  Health  Insurance 
program  with  this  mechanism.  Then  we  ask  what 
are  the  possible  alternative  scenarios  for  the  deliv- 
ery system  if  we  did  this?  I’d  like  to  start  with  my 
conclusion  first,  and  then  try  to  elaborate  the  ar- 
guments and  the  scenarios  in  support.  I’m  going  to 
do  my  conclusions  in  the  form  of  answering  ques- 
tions. The  first  question — Is  the  mechanism  neces- 
sary for  market  forces  to  operate?  I’ve  already 
answered  that  one:  I think  it’s  indispensable.  We 
cannot  have  market  forces  without  this 
mechanism. 

Secondly,  is  the  mechanism  feasible?  The  ex- 
perience of  the  Federal  Employees  Health  Benefits 
Program,  which  is  the  most  widespread  existing 
model  of  this  mechanism,  and  a few  private 
employment  benefits  programs  which  also  use  the 
mechanism,  suggest  that  the  example  administra- 
tive mechanism  is  feasible  and  economic  in  prac- 
tice, even  in  a very  large  diverse  program. 

The  third  question  is  whether  multiple  compet- 
ing plans,  which  are  supposed  to  be  what  this 
mechanism  is  supporting,  are  feasible  in  the 
United  States?  I believe  that  multiple  competing 
plans  are  very  feasible  in  most  urban  areas,  cer- 
tainly in  large  urban  areas,  and  are  at  least  possible 
in  smaller  urban  areas  and  even  in  many  non- 
urban  areas. 

Now  competition  may  be  harder  to  maintain  in 
smaller  areas,  but  it  is  much  less  necessary  there. 
In  other  words,  the  scenarios  that  I am  going  to 
discuss  do  not  depend  upon  having  competition 
working  everywhere  in  every  community.  Rather, 
they  depend  crucially  upon  having  them  working 
in  the  large  urban  over-served  high  cost  areas 
where  in  fact  the  style  of  medicine  is  actually  set.  If 
you  can  get  competition  working  in  these  areas  of 
high  cost  and  excessive  medical  resources,  then 
you  can  alleviate  most  problems  of  both  urban  and 
rural — the  over-served  and  the  under-served 
areas.  The  real  need  for  competition  is  in  these 
large  urban  areas.  More  than  60  percent  of  the 
American  population  is  resident  in  metropolitan 
areas  exceeding  250,000  persons  in  size,  and  com- 


petition  is  eminently  feasible  in  such  areas.  In  an 
SMSA  of  250, 000  persons,  you  could  have  at  least 
five  moderately  large  plans.  In  an  SMSA  of 
1,000,000  persons — and  40  percent  of  the  Ameri- 
can population  is  resident  in  areas  of  1,000,000  or 
more  persons — you  could  have  easily  up  to  15  or 
20  or  more,  depending  on  the  size  of  the  plans  and 
the  size  of  the  area,  competing  delivery  plans  in 
such  areas.  So  competition  is  eminently  feasible; 
hopefully,  it  also  can  be  maintained. 

Now,  the  next  question  is:  Would  the  mechan- 
ism, if  passed  tomorrow,  stimulate  a delivery  sys- 
tem of  competing  delivery  plans,  given  that  today 
most  areas  don’t  have  one?  I think  that  on  its  own, 
if  it  is  well  designed  and  applied  universally  by 
National  Health  Insurance,  this  mechanism  could 
eventually  stimulate  competing  delivery  systems  in 
most  major  urban  areas. 

The  problem  is  one  of  time.  If  it  takes  too  long 
for  delivery  plans  to  appear  in  most  of  the  major 
urban  areas  and  to  grow  to  a size  where  they  begin 
to  impact  traditional  providers,  then  the  pressure 
of  rising  premiums  will  become  so  strong  that  the 
government  will  feel  impelled  to  intervene.  The 
key  thing  in  this  scenario,  it  seems  to  me,  is  to 
stimulate  delivery  plans  fast  enough  that  the  gov- 
ernment does  not  have  to  cave  into  the  pressure  of 
rising  premium  prices.  In  other  words,  we  need  to 
make  market  competition  work  fast  enough  that 
government  does  not  feel  impelled  to  intervene. 

So  I think  the  mechanism  will  have  to  be  aug- 
mented by  additional  stimulative  action  to  create 
delivery  plans  more  rapidly.  I don’t  think  I’ll 
spend  a lot  of  time  on  what  those  actions  need  to 
be  right  here,  although  I certainly  do  have  some 
thoughts  about  what  additional  kinds  of  actions 
would  be  helpful. 

I will  mention  one  important  point.  These  addi- 
tional efforts  need  to  be  concentrated  initially  in 
the  middle-class  over-served  areas.  Social  reform 
in  this  country  starts  with  the  middle-class.  If  we 
get  delivery  plans  going  in  mainstream  middle- 
class  areas,  they  will  be  identified  as  mainstream 
medicine.  Then  we  can  finance  the  poor  into 
mainstream  care  and  have  an  end  to  this  dual 
system. 

On  the  other  hand,  if  we  concentrate  our  initial 
efforts  on  system  reform  in  poverty  areas,  then  we 
will  be  identifying  this  system  as  poverty  medicine, 
and  it  will  never  get  off  the  ground.  This  will  not 
only  frustrate  system  reform,  but  perpetuate  the 
dual  system.  I do  not  mean  by  these  remarks  we 
should  cut  back  on  our  present  programs  for  the 
poor.  We  must  do  both. 

The  next  question  is:  If  this  plan  or  mechanism 
can  stimulate  delivery  plans  up  to  a substantial 
share  of  the  market  in  most  major  urban  areas, 
would  such  a competitive  delivery  system  in  fact 
achieve  the  objectives  of  NHI,  which  is  what  the 
whole  issue  is  about  in  the  first  place. 


1 think  the  answer  is  yes,  given  time. 

Now,  I think  that  we  can  argue  (and  I will 
certainly  explicate  this  point  in  the  latter  part  of 
my  talk)  that  we  have  to  reach  a market  share  in 
most  major  urban  areas  of  about  30  percent  or 
more  of  the  population  in  delivery  plans  before  we 
begin  to  see  a strong  impact  on  traditional  system 
behavior.  But  obviously,  that  point  takes  a fair 
amount  of  time  to  reach.  Having  reached  that 
point,  and  taking  the  most  optimistic  view,  I w-ould 
suggest  that  the  market  forces  inherent  in  such  a 
system  may  be  virtually  sufficient  to  contain  costs 
to  an  acceptable  rate  of  increase,  to  redistribute 
services  equitably,  to  reduce  excess  hospital  capac- 
ity, to  concentrate  highly  specialized  manpower 
and  equipment  in  a few  cost-effective  regional 
locations,  to  redistribute  physicians  by  area  and 
specialty,  to  increase  the  emphasis  and  status  of 
primary  care,  and  to  enhance  the  quality  of  the 
health  care  system  generally.  These  extremely 
favorable  results  are  contingent  upon  good  design 
and  universal  application  of  the  example  adminis- 
trative mechanism  under  National  Health  Insur- 
ance, especially:  (1)  ease  of  entry  by  a wide 
diversity  of  delivery  plans;  (2)  proscription  of 
plans  averaging  premiums  across  different  areas; 
(3)  open  enrollment  and  community  rating  of  all 
insurance  and  delivery  plans  in  each  area;  (4) 
income-related  national  health  insurance  grants  or 
vouchers  so  that  low'  income  consumers  have  a 
purchasing  power  equivalent  to  the  middle  class. 

As  an  aside,  it  would  also  help  competition  if 
such  grants  or  vouchers  were  not  financed  from 
payroll  taxes  or  general  revenue,  which  are  insen- 
sitive to  local  health  care  expenditures.  Rather 
they  should  be  financed  by  a tax  directly  sensitive 
to  local  expenditures,  for  example  a surtax  on 
personal  and  corporate  income  in  which  the  surtax 
rate  was  proportional  to  area-wide  per  capita 
health  care  expenditures.  I think  such  a locally 
varying  Federal  surtax  would  put  real  incentives 
on  communities  to  contain  their  health  care  ex- 
penditures under  NHI,  whether  by  market  or 
regulatory  means. 

Taking  a less  optimistic  view,  market  forces  may 
not  be  entirely  sufficient  to  restrain  costs  and 
maldistribution  in  all  areas.  In  other  words  if  we 
cannot  make  the  competition  work  as  well  as  we 
had  hoped,  the  market  can  be  supplemented  in  all 
areas  where  necessary  by  rather  simple  and  mini- 
mal lid-oriented  regulation  of  insurance  and  deliv- 
ery plan  premiums.  You  only  need  to  control  the 
premium  in  this  model  to  put  a lid  on  expendi- 
tures. If  such  regulation  is  applied  selectively  to 
just  those  areas  and  plans  where  costs  are  rising 
unacceptably,  the  regulation  itself  will  act  as  an 
incentive  to  make  the  market  work. 

In  other  words,  suppose  you  are  an  efficient 
plan  and  are  below  the  allowed  premium  ceiling. 
Then  you  are  unaffected;  you  need  do  nothing 


except  to  continue  doing  what  you’re  doing  so  well 
as  a reward  for  your  efficiency. 

If  you  are  an  inefficient  plan  with  premiums 
above  the  allowed  ceiling,  then  you  are  going  to 
have  to  tighten  ship.  An  inefficient  health  delivery 
plan  will  have  to  perhaps  reduce  excess  hospitali- 
zation, get  rid  of  excess  specialists  if  you  have 
them,  reimburse  your  providers  less,  or  whatever 
it  takes.  If  you  are  an  insurance  plan  and  have 
absolutely  no  control  over  providers,  you  have 
only  one  choice  to  meet  a premium  ceiling.  You’ve 
got  to  put  in  co-insurance  and/or  deductibles. 
Consumers  may  find  that  very  unpopular  and  they 
will  start  moving  to  plans  with  less  co-insurance 
and  deductibles. 

So  there  is  a reward  for  efficient  providers 
exerted  through  this  regulation.  In  fact,  this  may 
be  one  of  the  faster  and  easier  ways  to  implement 


the  lid-oriented  public  utility  if  and  where  it  is 
needed. 

My  last  conclusion,  and  the  greatest  weakness  in 
all  of  these  conclusions,  concerns  the  assumption 
that  National  Health  Insurance  will  contain  the 
proposed  administrative  mechanism  at  all.  Because 
the  mechanism  is  confinetl  presently  to  the  Federal 
Employees  program  and  a few  private  programs, 
the  public  has  very  little  understanding  of  it,  and 
no  constituency  has  proposed  in  it  the  Congress 
yet.  My  guess  is  that  without  much  more  active 
promotion  of  this  idea,  and  much  more  active 
promotion  of  the  use  of  this  mechanism  in  existing 
benefit  programs,  NHI  (like  Medicare  befcjre  it) 
will  ignore  multiple  choice. 

Those  are  my  conclusions.* 

* The  analysis  on  which  these  conclusions  are  based' follows 
as  an  appendix  to  this  paper. 
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Preface 

This  conference  is  addressed  to  perhaps  the 
single  most  crucial  policy  issue  of  national  health 
insurance  (NHI):  How  will  a given  NHI  proposal 
impact  the  health  care  delivery  system  and  its 
performance?  Every  objective  of  NHI  depends 
centrally  upon  the  performance  of  the  delivery 
system.  Moreover,  the  objectives  of  NHI  — 
adequate  health  care  and  health  insurance  for  all 
Americans  at  a cost  the  nation  can  afford — are 
potentially  conflicting.  If  an  NHI  proposal  should 
inadvertently  encourage  a delivery  system  incapa- 
ble of  reconciling  these  objectives,  then  that  NHI 
proposal  will  compound  the  nation’s  health  dif- 
ficulties. It  would  seem  wise  therefore  that  each 
NHI  proposal  be  subject  to  searching  scrutiny  for 
its  impact  on  the  health  care  system. 

This  paper  performs  such  an  analysis  on  one 
possible  NHI  administrative  mechanism  chosen 
for  illustrative  purposes  by  the  conference.  The 
intent  of  the  paper  is  both  to  explore  the  impact  of 
this  NHI  mechanism  on  the  delivery  system,  and 
to  illustrate  analytical  approaches  to  this  issue 
which  could  be  applied  generally  to  other  pro- 
posed NHI  mechanisms.  The  conclusions  of  the 
analysis  are  summarized  at  the  end  of  the  paper. 


Lay-out  of  the  analysis.  Analysis  of  NHI  impact 
on  delivery  system  performance  can  proceed  from 
two  opposite  directions.  On  the  one  hand,  effec- 
tive models  of  the  delivery  system  can  be  iden- 
tified, and  then  one  can  ask  what  NHI  mechanisms 
are  most  supportive  of  any  given  model.  This 
might  be  the  approach  of  choice  in  constructing  a 
new  NHI  proposal  from  scratch.  On  the  other 
hand,  one  can  take  a given  proposed  NHI 
mechanism  and  ask  whether  it  is  supportive,  neu- 
tral, or  discouraging  toward  one  or  another  effec- 
tive or  ineffective  models  of  the  delivery  system. 
Both  approaches  are  used  in  this  paper. 

Note,  this  analytical  approach  assumes  we  can 
identify  in  advance  a reasonably  complete  set  of 
effective  models  of  the  health  care  system.  This 


seems  to  be  the  case.  Both  research  and  experience 
around  the  world  suggest  that,  at  least  in  general 
terms,  the  number  of  distinct  effective  models  of 
the  health  care  system  is  quite  small,  perhaps  three 
or  four  depending  on  definition.*  Of  course, 
within  these  broad  models  endless  variations  are 
possible,  depending  on  level  of  detail  considered; 
usually,  it  will  not  be  necessary  to  delve  into  such 
detail. 

An  effective  model  of  health  care  delivery  and 
financing  is  defined  as  one  which  maximizes  the 
following  objectives: 

• financial  protection  of  all  Americans  from  undue 
medical  expense, 

• containment  of  health  care  expenditures, 

• equitable  distribution  of  services  among  the 
population, 

• appropriate  distribution  of  health  resources,  in- 
cluding reduction  of  excess  hospital  capacity  and 
appropriate  distribution  of  physicians  by  area  and 
specialty, 

• assurance  of  high  quality  health  care. 

The  paper  first  identifies  models  of  health  care 
delivery  and  financing  which  might  achieve  the 
above  objectives,  and  analyzes  the  role  the  exam- 
ple administrative  mechanism  might  play  in  each 
model.  Next,  the  paper  advances  a best-case 
scenario.  This  scenario  makes  the  strongest  possi- 
ple  administrative  mechanism  will  lead  to  a 
restructured  and  effective  delivery  system.  The 
performance  of  this  restructured  delivery  system 
under  the  example  mechanism  is  examined  against 
each  of  the  above  objectives.  Finally,  the  paper 
considers  the  major  flaws  in  the  best-case  scenario. 
It  suggests  alternative,  less  desirable  scenarios  for 
the  delivery  system  that  may  result  from  an  NHI 
plan  with  the  example  mechanism,  and  corrective 
actions  that  may  minimize  the  chances  of  these  less 
desirable  scenarios  occurring. 


Description  of  the  example  administrative 
mechanism.  The  example  NHI  administrative 
mechanism  to  be  analyzed  is  defined  for  purposes 


of  this  conference  by  the  following  specifications: 

• The  NHI  program  guarantees  to  each  person  or 
head  of  family  a specified  purchasing  power.  (For 
brevity  the  dollar  amount  of  this  purchasing  power 
shall  be  termed  the  NHI  grant.) 

• The  entire  amount  must  be  spent  by  the  person 
or  head  of  family  for  a health  insurance  policy  or  a 
health  care  plan  covering  a specified  period  of 
time. 

• The  expenditure  must  be  made  with  a qualified 
intermediary  (for  example,  provider  or  commer- 
cial insurer),  or  a qualified  organized  medical 
provider  group. 

• The  contract  for  medical  care  is  between  the 
person  or  head  of  family  and  the  intermediary  or 
provider  group. 

• Certain  minimum  benefits  will  be  mandated,  for 
example,  catastrophic  or  major  medical  benefits 
(subject  to  reinsurance). 

• All  other  benefits  will  be  optional. 

Note  that  the  above  specifications  leave  much 
room  for  variation.  In  particular,  no  specification 
is  made  on  the  amount  of  the  purchasing  power 
(NHI  grant)  nor  how  it  is  scaled  by  income  of  the 
household.  No  specification  defines  the  type  of 
health  insurance  plan  or  health  care  plan  that  may 
qualify  for  participation  under  NHI.  No  specifica- 
tion is  made  as  to  what  discretion  a plan  has  in 
accepting  or  rejecting  a given  person  seeking 
enrollment.  No  specification  is  made  as  to  whether 
a plan  may  offer  several  benefit  packages,  or 
establish  different  premium  rates  for  different 
enrollees,  or  how  such  rates  will  be  determined. 
All  of  these  variants  can  have  substantial  impact  on 
the  subsequent  shape  and  performance  of  the 
delivery  system,  as  will  be  examined  below. 

Finally  note  that  the  example  administrative 
mechanism  is  not  contingent  upon  NHI.  It  can  be 
applied  in  any  health  benefits  program.  For 
example,  it  is  presently  used  by  the  Federal  Em- 
ployees Health  Benefits  Program  and  several  pri- 
vate benefits  programs.  And  it  could  be  incor- 
porated in  most  NHI  proposals  without  great 
difficulty. 

Financing  Mechanism.  One  final  area  of  varia- 
tion is  that  the  financing  mechanism  to  support 
the  guaranteed  dollar  purchasing  power  (NHI 
grant)  is  left  unspecified.  These  dollars  could  be 
financed  in  any  number  of  ways:  a tax  credit,  a 
mandated  employer  contribution,  or  a voucher 
supported  by  general  revenue,  a payroll  tax  or 
some  other  dedicated  tax.  Or  a combination  of 
these  methods  could  be  used. 

The  financing  mechanism  has  an  indirect  but 
potentially  important  impact  on  the  delivery  sys- 
tem. Whatever  financing  methods  are  used,  the 
more  the  financial  burden  falls  directly  on  a community 
in  proportion  to  the  health  care  expenditures  incurred 


there,  the  more  that  community  will  have  an  incentive  to 
contain  its  health  care  expenditures  by  appropriately 
restraining  its  health  care  system. 

For  example,  consider  an  NHI  system  financed 
mainly  by  a payroll  tax  or  general  revenue,  as 
presently  the  case  in  Medicare.  This  tax  is  inde- 
pendent of  local  health  care  expenditures.  A 
community  with  excessive  hospital  capacity  or 
physician  supply  feels  no  tax  pressure  to  reduce 
this  excess.  On  the  contrary,  the  over-served  com- 
munity is  rewarded  by  outside  tax  dollars  flowing 
in  to  support  its  health  care  system,  which  may  be 
an  important  part  of  the  local  economy.  It  has 
every  incentive  to  continue  the  excess. 

On  the  other  hand,  consider,  for  example,  a 
federal  surtax  on  personal  and  corporate  incc^me 
in  which  the  surtax  rate  varies  locally  among 
communities  or  areas  proportionately  to  per  capita 
health  care  expenditures  in  that  area.  (Other 
mechanisms  besides  a varying  surtax  are  possible. 
It  is  for  illustration  only,  and  is  suggested  simply 
because  it  is  a progressive  tax.  Such  a surtax  would 
need  to  be  augmented  by  federal  matching  grants 
in  areas  of  low  income.)  A community  with  excess 
health  manpower  and  facilities  would  then  feel 
financial  pressure  to  curtail  its  excess.  If  local 
leaders  and  businesses  succeeded  in  restraining 
the  local  delivery  system,  the  community  would  be 
directly  rewarded  by  a lower  surtax  rate. 

Such  an  incentive-oriented  financing  method 
would  greatly  strengthen  the  best-case  scenario 
arguments  made  later  in  this  paper.  Indeed,  this 
method  would  appear  to  strengthen  any  NHI 
plan,  whether  it  incorporated  the  example  admin- 
istrative mechanism  or  not. 


Effective  delivery  system  models  and  the  exam- 
ple administrative  mechanism 

This  section  briefly  reviews  three  potentially  ef- 
fective health  care  system  models  and  discusses  the 
role  of  the  example  administrative  mechanism  in 
each.  The  three  effective  models  have  been  re- 
viewed at  more  length  elsewhere,  and  the  reader 
who  finds  these  descriptions  too  abrupt  is  referred 
to  the  references.^ 

The  three  effective  models  can  be  understood  as 
follows.  The  underlying  cause  of  our  present 
problems*  in  health  care  is  that  the  present  health 
care  system  lacks  any  effective  market  forces.  The 
available  remedies  are  either: 

• restructure  the  present  system  to  establish  mar- 
ket forces; 

• give  up  on  the  market,  and  impose  regulatory 
forces  as  a substitute  for  market  forces.  (In  the 
absence  of  any  market  forces,  the  regulation  must 


♦Defined  as  the  inability  of  the  present  health  care  system 
to  achieve  the  objectives  specified  in  Section  A.  1 . above. 


be  extremely  substantial,  in  effect  converting  the 
health  care  system  into  a public  utility.); 

• use  some  consistent  combination  of  market  and 
regulatory  forces  (the  more  the  market  forces,  the 
less  the  regulatory  forces  required,  and  vice  versa.) 

Now,  the  evidence  suggests  that  any  effective 
approach,  whether  market-oriented  or  regulatory, 
will  be  extremely  difficult  to  implement.  It  will 
take  just  as  long  to  create  an  effective  market  as  to 
create  an  effective  regulatory  system.  (The  only 
thing  that  can  be  done  quickly  and  relatively  easily 
is  ineffective  regulation,  which  if  anything  im- 
pedes constructive  action  and  innovation.) 

In  the  real  world  it  seems  doubtful  that  the 
nation  will  have  either  a pure  market  approach  or 
a pure  regulatory  approach.  It  is  doubtful  that  any 
of  the  known  market  strategies  will  work  on  every 
objective  in  every  area  of  the  country.  At  a 
minimum  we  will  need  some  “pro-competitive” 
regulation  and  anti-trust  enforcement.  At  a 
maximum,  if  an  effective  market  cannot  be  created 
or  made  to  work,  we  have  no  recourse  but  to 
public  utility  regulation  of  the  “command-and- 
control”  type. 

It  seems  even  less  likely  that  any  known  regula- 
tory approach  can  work  in  the  absence  of  at  least 
some  supportive  market  forces.  If  consumers  and 
providers  have  the  idea  that  health  care  is  “free” 
and  totally  paid  for,  then  the  force  of  their  coming 
in  to  cash  that  blank  check  is  likely  to  overwhelm 
any  public  regulatory  mechanism  set  up  to  con- 
strain costs.  Government  will  be  caught  in  the 
middle,  the  only  party  with  incentive  to  hold  costs. 
Such  examples  as  the  Veterans  Administration 
hospital  program,  the  Medicare  renal  dialysis  pro- 
gram, the  New  York  City  municipal  hospital  sys- 
tem, all  of  them  totally  under  public  budget  and 
control  yet  suffering  runaway  costs,  show  how 
powerful  the  political  force  of  “free  care”  can  be. 
Without  some  strong  cost  incentive  on  individual 
consumers  and  providers,  government  is  fre- 
quently unable  to  muster  support  for  the  necessary 
regulatory  restraints.  Eventually  the  providers  may 
well  become  heros  defending  the  consumers 
against  the  stingy  government. 

Thus  some  combination  of  effective  market  and 
regulatory  approaches  may  be  wise.  The  more 
strongly  we  can  install  effective  market  forces  in 
the  delivery  system,  the  more  minimal  the  regula- 
tion that  may  be  required  and  the  more  likely  it 
might  work.  Conversely,  the  less  market  forces 
that  can  be  installed,  the  more  maximal  must  be 
the  regulation  and  the  more  problematic  that  it 
will  work. 

The  best  strategy  may  be  to  move  as  strongly  as 
possible  on  effective  market  approaches  initially, 
and  then  to  supplement  them  where  necessary 
with  compatible  effective  regulatory  approaches. 
In  those  areas  where  a reformed  market  can  be 
made  to  work,  little  regulation  will  be  required.  In 


those  areas  where  the  market  approaches  prove 
insufficient,  to  the  extent  that  we  can  establish  any 
market  forces  at  all,  the  regulation  is  that  much 
more  likely  to  work. 

There  are  two  reasons  to  emphasize  market 
approaches  initially  over  regulatory  approaches. 
First,  if  regulation  is  not  designed  compatibly  with 
market  approaches,  it  is  likely  to  impede  them. 
Second,  if  the  market  does  not  work,  we  can  always 
resort  to  regulation.  I'he  reverse  is  less  likely.  It  is 
hard  to  resort  to  the  market  if  regulation  proves 
unsatisfactory,  because  regulation  is  extremely  dif- 
ficult to  dismantle  or  re-orient  once  in  place.  Thus 
regulatory  steps  should  be  taken  cautiously  and 
incrementally  in  such  a way  as  to  give  maximum 
opportunity  and  incentive  for  the  market  to 
emerge,  but  also  to  point  toward  an  effective 
public  utility  eventually  in  case  the  market  fails  to 
function  well.  (Present  regulatory  actions  appear 
to  fail  on  both  counts.  They  are  impeding  the 
market,  and  they  do  not  appear  to  lead  to  an 
effective  public  utility.) 

Below  we  begin  by  outlining  the  pure  market 
and  regulatory  approaches  most  likely  to  achive 
the  objectives  of  NHI  described  above  and  suggest 
how  the  proposed  administrative  mechanism 
might  affect  each.  Later,  we  briefly  touch  on  one 
way  that  market  and  regulatory  approaches  might 
be  pursued  compatibly  in  an  NHI  program  with 
the  proposed  administrative  mechanism. 

Strong  consumer  cost-sharing.  Two  potentially 
effective  market  approaches  have  been  articulated. 

The  first  market  approach  argues  that  if  the 
consumer  is  comprehensively  insured,  he  has  no 
incentive  to  use  health  care  prudently  or  to  seek 
out  efficient  providers.  This  approach  would  use 
large  coinsurance  and  deductibles  to  reward  con- 
sumers for  efficiently  purchasing  health  care.  Such 
a health  insurance  plan  is  termed  major  risk 
insurance,  and  works  as  follows:  Above  a large 
maximum  limit,  say  $1000  to  $1500  for  the  middle 
class  and  proportionately  less  for  lower  income 
persons,  the  consumer  is  entirely  covered,  assuring 
good  financial  protection.  Below  this  limit  he  must 
pay  for  health  care  out  of  his  own  pocket,  assuring 
that  substantial  market  forces  operate  for  the 
majority  of  services  received. 

There  is  good  evidence  that  the  above  market 
approach  would  promote  the  desired  objectives  of 
NHI,  could  it  be  implemented.  (Expenditures 
above  the  cost-shared  limit  would  of  course  have  to 
be  controlled  by  regulation.)  The  example  admin- 
istrative mechanism  would  be  quite  supportive  of 
this  approach.  Under  the  mechanism,  consumers 
are  offered  a choice  of  plans,  but  must  pay  out  of 
their  own  pocket  the  difference  between  their 
NHI  grant  and  the  premium  of  the  plan  of  their 
choice.  This  opens  the  entire  market  to  new  plans, 
and  gives  consumers  strong  incentives  to  purchase 


low  premium  plans.  Major  risk  insurance  plans 
could  be  offered  in  competition  with  comprehen- 
sive insurance  and  delivery  plans.  If  they  are 
attractive  to  consumers  because  of  their  lower 
premiums,  consumers  will  prefer  them,  and  they 
should  spread. 

The  question  is  whether  consumers  will  prefer  a 
major  risk  insurance  plan  with  its  high  cost- 
sharing, despite  its  lower  premium.  Evidence  from 
Medicare  and  Canadian  National  Health  Insur- 
ance shows  that  people  purchase  supplemental 
insurance  against  even  weak  deductibles  and  coin- 
surance. Labor  group  bargaining  and  individual 
insurance  policies  also  suggest  that  people  prefer 
to  cover  front-end  cost-sharing  before  covering 
back-end  catastrophic  risks  very  extensively. 
FEHBP  experience  also  shows  that  federal  em- 
ployees buy  the  high  option  plan  much  more  than 
the  low  option  plan. 

These  indications  suggest  (but  certainly  do  not 
prove)  that  major  risk  insurance  plans  may  remain 
marginal  under  the  example  administrative 
mechanism.  The  most  likely  buyers  will  be  young, 
healthy  persons  who  do  not  expect  much  routine 
medical  cost  but  wish  to  protect  themselves  against 
a catastrophic  expense.  If  most  persons  purchase 
comprehensive  insurance  or  delivery  plans,  the 
market  forces  envisioned  in  this  approach  are 
eroded.* 


Competing  health  delivery  plans.  The  second 
market  approach  attempts  to  install  market  forces 
even  under  comprehensive  coverage.  The  first 
approach  fails  because  provider  competition  can- 
not occur  over  unit  service  prices  if  most  services 
are  comprehensively  covered.  This  second  ap- 
proach therefore  seeks  to  install  provider  compe- 
tition over  premiums  and  benefits.  To  accomplish 
this,  providers  must  be  divided  into  identifiable 
groupings  (called  health  delivery  plans)  among 
whom  consumers  can  choose  to  enroll  for  com- 
prehensive care,  such  that  the  premium  the  con- 
sumer pays  reflects  the  efficiency  of  the  providers 
in  the  delivery  plan  of  his  choice. 

To  see  how  this  approach  installs  market  forces, 
observe  that  under  conventional  comprehensive 
insurance  it  makes  no  difference  to  the  consumer 
whether  he  uses  the  most  expensive  or  most 
efficient  provider  in  town;  insurance  pays,  and  his 
premium  is  unchanged  by  his  choice.  Efficient 
providers  are  actually  penalized;  they  are  paid  less 
than  inefficient,  over-serving  providers,  and  their 
efficiency,  far  from  a selling  point,  is  irrelevant, 
indeed  scarcely  visible,  to  insured  consumers. 
Thus  the  present  system  has  no  market  force 


* The  growth  of  major  risk  insurance  plans  under  the 
example  mechanism  deserves  closer  analysis.  Unfortunately, 
to  keep  the  scope  of  this  paper  tractable,  we  will  not  discuss 
major  risk  insurance  plans  further,  except  in  passing. 


rewarding  either  consumer  or  provider  for  effi- 
ciency. On  the  other  hand,  in  a world  of  compet- 
ing delivery  plans,  a consumer  who  chooses  a more 
efficient  set  of  providers  (i.e.,  enrolls  in  their 
delivery  plan)  is  rewarded  by  a lower  premium 
and/or  greater  benefits.  Similarly,  efficient  provid- 
ers are  rewarded  for  their  efficiency.  Their  deliv- 
ery plan  sets  them  apart,  and  separately  experi- 
ence-rates them,  from  other  providers.  I hus  they 
become  a visible  choice,  and  their  lower  premiums 
and  greater  benefits  attract  consumers  to  them. 

There  is  good  evidence  from  research  and  ex- 
perience that  this  approach  would  promote  the 
desired  objectives  of  NHI,  could  it  be  im- 
plemented. The  strengths  and  pitfalls  of  the  ap- 
proach will  be  considered  in  more  detail  in  the 
scenarios  below.  On  the  other  hand,  implementa- 
tion of  the  approach  will  be  difficult  and  require 
time,  probably  five  to  ten  years  before  delivery 
plans  are  widespread.  To  implement  this  second 
market  approach,  two  things  must  be 
accomplished;  1)  Delivery  plans  must  be  created, 
and  2)  Consumers  must  bear  an  open-ended  share 
of  the  premium  and/or  be  permitted  greater  bene- 
fits. Regarding  delivery  plans,  the  organizational 
form  is  immaterial  to  the  operation  of  market 
forces.  Therefore,  a wide  variety  of  delivery  plans 
are  permissible  and  desirable.  On  the  one  extreme 
would  be  highly  organized  hospital-based  group 
practice  HMOs.  At  the  opposite,  loosely  organized, 
extreme,  would  be  so-called  “health  care  alliances” 
of  otherwise  independent  physicians  and  hospi- 
tals.* A world  of  multiple  competing  delivery 
plans  can  thus  accommodate  most  existing  profes- 
sional arrangements — group,  solo,  salaried,  fee- 


* A health  care  alliance  ^ is  almost  a conventional  insurance 
plan,  but  with  one  important  difference:  it  contracts  with  a 
defined  set  of  participating  providers  who  are  accountable 
for  the  provision  of  health  care  to  alliance  enrollees.  Con- 
sumers who  choose  to  enroll  may  not  use,  and  the  alliance 
may  not  reimburse,  nonparticipating  providers  unless  the 
referral  is  explicitly  approved  by  a participating  provider. 
The  alliance  can  have  any  sponsor  (e.g.,  providers,  insurers, 
consumers,  etc.),  may  sign  up  any  participating  providers  and 
reimburse  them  on  any  terms  mutually  agreeable,  including 
solo  fee-for-service  physicians  and  independent  hospitals. 
Participating  providers  are  not  at  risk,  and  can  continue  to 
practice  as  they  wish.  But  if  the  alliance  has  done  a good  job 
selecting  only  efficient  providers,  its  premium  will  be  lower 
and  it  will  attract  consumers. 

All  these  various  delivery  plans — HMOs,  alliances  and 
anything  in  between — no  matter  how  organized,  have  one 
common  defining  characteristic:  they  define  a set  of  account- 
able providers  with  a premium  reflecting  the  experience  of 
those  providers,  among  whom  consumers  can  choose  on  the 
basis  of  service,  premium  and  benefits.  It  is  this  feature  of 
HMOs,  for  example,  not  their  organization,  which  establishes 
market  forces.  Health  delivery  plans  thus  create  economic 
competition  among  provider  groupings,  as  distinguished 
from  health  insurance  plans,  which  do  not. 


for-service,  etc.  Without  this  flexibility,  ini- 
pleinentation  will  be  impeded  and  the  approach 
may  be  actively  opposed  by  providers.  With  this 
flexibility,  and  fair  market  conditions,  implemen- 
tation can  occur  by  evolution,  as  consumers  choose 
efficient  plans.  I'lie  mix  of  plans — HMOs,  al- 
liances, etc. — can  safely  be  left  to  consumer 
choice.** 

The  second  recpiired  element  to  implement  this 
approach  is  flexible  premiums  and  benefits;  The 
consumer  must  share  a portion  of  the  premium 
and  this  share  must  increase  as  the  premium 
increases.  Alternatively  or  in  addition,  the  con- 
sumer must  be  permitted  greater  or  fewer  bene- 
fits.*** rhis  flexibility  is  absolutely  necessary  for 
fair  market  incentives  to  exist.  Without  flexible 
premium  cost-sharing  and  benefits,  the  consumer 
has  no  reward  for  choosing  efficient  plans,  and 
plans  have  no  means  to  attract  consumers. 

The  example  administrative  mechanism  pro- 
vides the  required  flexibility  in  both  benefits  and 
premium  cost-sharing  more  admirably  than  any 
other  mechanism.  It  is  thus  maximally  supportive 
of  this  approach.  Later,  we  shall  advance  argu- 
ments that  suggest  an  NHI  plan  with  the  example 
administrative  mechanism  would,  given  time  and 
good  design,  stimulate  widespread  development  of 
competing  health  delivery  plans,  and  that  such  a 
competitive  health  care  system  has  sufficiently 
powerful  market  forces  to  achieve  the  desired 
objectives  of  NHI.  We  shall  also  consider  potential 
weaknesses  in  these  arguments. 

“Lid”-oriented  public  utility.  The  alternative  to 
the  above  market  approaches  is  public  regulation. 
In  the  absence  of  any  market  forces,  the  regulation 
will  have  to  be  extremely  strong.  The  health  care 
system  would  become  in  effect  a public  utility,  with 
entry,  rates,  capital  investment,  quality,  and 
perhaps  even  manpower  supply,  subject  to  regu- 
latory authority.  Both  analysis  and  experience 
suggest  that  piecemeal  controls  in  a few  of  these 
areas  will  not  be  effective.  The  expansionary  in- 
centives in  the  present  system  will  drive  it  to 
expand  in  any  area  left  unregulated.  Rather,  an 
effective  public  utility  approach  must  begin  by 
setting  a budgetary  ceiling  (lid)  on  the  health  care 
system.  Regulatory  authority  would  then  be  used 
to  allocate  funds  appropriately  so  that  health  care 
expenditures  stayed  within  this  budget. 

Allocative  authority  in  such  a lid-oriented  public 


**  The  danger  of  narrow  definition  is  exemplified  by  the 
HMO  Act.  From  the  standpoint  of  installing  effective  market 
incentives,  the  HMO  Act  defined  HMOs  far  too  narrowly. 
This  excluded  a great  variety  of  potentially  effective  delivery 
plans,  and  unnecessarily  antagonized  organized  medicine. 
Few  qualified  HMOs  have  emerged. 

***  Evidence  suggests  premium  cost-sharing  is  a more 
powerful  incentive  to  consumers  than  additional  benefits, 
provided  benefits  are  reasonably  comprehensive.^ 


Utility  could  be  either  federal,  as  in  the  defense 
industry,  or  local,  as  in  public  schools.  In  practice, 
such  authority  will  finally  reside  with  whoever 
faces  the  budget.  Unless  the  regulators  face  a 
budget,  they  have  no  incentive  to  make  the  hard 
tradeoffs  entailed  by  cost-containment.* 

Experience  in  England  and  in  other  American 
industries  (e.g.  defense)  suggest  a lid-oriented 
public  utility  approach  would  make  health  care 
expenditures  (and  distribution)  controllable  by 
public  decision,  could  it  be  implemented.  Experi- 
ence suggests  this  regulatory  process  will  have  the 
same  bureaucratic  rigidity  and  inertia  and  vul- 
nerability to  provider  capture  as  any  other  regu- 
latory process.  Whether  public  decisions  will  be 
better  or  worse  than  market  decisions  is  a running 
debate  subject  as  much  to  value  judgments  as  to 
technical  arguments.^  The  key  point  is  that  expen- 
ditures will  be  controllable,  whether  or  not  the 
control  is  wisely  exercised. 

Implementation  of  this  approach  requires 
strong  public  controls  unprecedented  in  the 
American  health  care  system.  It  is  unlikely  that 
these  controls  can  be  made  politically  acceptable, 
let  alone  operationally  effective,  in  a short  time. 
There  is  thus  no  reason  to  believe  that  an  effective 
lid-oriented  public  utility  approach  can  be  im- 
plemented any  more  easily  or  rapidly  than  an 
effective  market  approach.  At  least  five  to  ten 
years  will  be  required.  (An  ineffective  public  utility 
can  be  implemented  quite  rapidly,  however.) 

One  compatible  NHI  administrative  mechanism 
for  the  lid-oriented  public  utility  approach  is  to 
make  the  health  insurance  industry  a public 
monopoly,  as  in  Medicare.**  While  apparently  sim- 
ple in  principle,  this  mechanism  in  practice  has  the 
disadvantages  of  any  public  monopoly. Never- 
theless, this  mechanism  strongly  forces  the  health 
care  system  to  a public  utility  approach  eventually. 

The  example  administrative  mechanism  is  also 
compatible  with  a lid-oriented  public  utility  ap- 
proach, though  it  does  not  drive  the  health  care 
system  toward  this  approach  like  the  public  insur- 
ance monopoly  mechanism  above.  It  has  two  fur- 
ther virtues.  First,  it  is  compatible  with  pursuing 
both  the  market  approaches  and  the  lid-oriented 
public  utility  approach  simultaneously.  Thus  a 
decision  between  the  market  and  regulation  could 
be  postponed  until  experience  was  gained.  Second, 
the  example  mechanism  is  compatible  with 


* The  locally  varying  financing  method  of  Section  A. 3. 
would  help  supply  incentives  supportive  of  local  control. 

**Note,  a lid-oriented  public  utility  cannot  work  just  within 
Medicare  or  Medicaid  itself  because  Medicare  and  Medicaid 
are  limited  to  the  aged  and  poor.  The  controls  must  operate 
on  all  care  rendered  by  the  health  care  system.  Otherwise  the 
controls  simply  squeeze  the  poor  and  aged  rather  than  the 
system,  which  simply  compensates  by  expanding  prices  and 
services  to  the  non-aged,  non-poor. 


performance-relating  and  regulatory  controls,  so 
that  efficient  providers  escape  cost  controls  and 
inefficient  providers  are  subject  to  increasingly 
severe  cost  control,  the  greater  their  efficiency. 
These  possibilities  will  be  discussed  in  Section  1) 
below. 


A best-case  scenario 

The  analysis  now  turns  to  building  alternative 
scenarios,  for  the  delivery  system:  assuming  that 
NHI  with  the  example  mechanism  were  enactetl, 
what  might  happen?  The  scenarios  are  admittedly 
a speculative  exercise.  We  can  identify  and  argue 
qualitatively  from  the  major  forces  operating  on 
the  delivery  system,  but  we  cannot  quantitate  these 
forces  well,  so  we  cannot  determine  exactly  which 
forces  will  prevail.  Thus  we  will  speculate  on  both 
best-case  and  worst-case  scenarios.  Hopefully  these 
scenarios  might  generate  hypotheses  for  more 
rigorous  research. 

In  this  section  we  shall  make  the  best  possible 
case  that  a market  approach  of  competing  delivery 
and  insurance  plans  coupled  with  an  NHI  plan  in- 
corporating the  example  administrative  mechan- 
ism will  accomplish  the  desired  objectives  of  NHI. 
To  simplify  presentation  of  the  analysis,  in  this 
section  we  will  postulate  two  major  assumptions: 

• A well-designed  NHI  plan  incorporating  the 
example  administrative  mechanism  has  been 
enacted  and  in  effect  for  several  years.  Any 
number  of  delivery  and  insurance  plans  are  al- 
lowed to  participate  in  NHI  under  reasonably 
broad  conditions  of  participation.  The  nation  is 
divided  into  areas,  and  any  plan  may  offer  one 
benefit  package  at  one  community-rated  premium 
to  consumers  in  each  area.  A plan  may  not  sub- 
sidize the  premium  in  one  area  from  premium 
revenue  in  another  area,  and  must  accept  consum- 
ers on  a first-come  first-served  basis  up  to  the  limit 
of  its  capacity.  The  NHI  grant  is  scaled  by  income, 
being  100%  of  average  per  capita  health  care 
expenditures  for  the  very  poor,  and  declining  to 
perhaps  30%  for  the  middle  class.  No  other  tax 
exemption  for  health  care  is  permitted.  The  NHI 
grant  is  increased  annually  at  the  same  rate  as  the 
economy  (not  health  care)  generally. 

• In  the  period  since  NHI  was  enacted,  at  least  two 
or  more  health  delivery  plans  have  emerged  in 
nearly  all  urban  areas,  and  have  achieved  a com- 
bined market  share  of  at  least  30%  of  the  area 
population. 

This  section  will  examine  how  such  a health  care 
system  can  presumably  achieve  each  of  the  NHI 
objectives  described  earlier.  Below,  we  will  drop 
these  postulated  assumptions.  There  we  shall  con- 
sider in  particular  whether  an  NHI  plan  with  the 
example  administrative  mechanism  could  in  fact 
initially  stimulate  delivery  plans  to  grow  to  a 30% 


market  share  in  most  urban  areas,  given  that  s(^ 
few  delivery  plans  exist  today.  And  we  shall  con- 
sider weaknesses  in  the  arguments  that  might 
prevent  achieving  the  .NHI  objectives  even  if  de- 
livery |)lans  did  emerge. 


Feasibility.  An  urban  delivery  plan  can  probably 
operate  successfully  with  as  few  as  10,000  to 

20.000  enrollees.  (Stable  rural  H.MOs  have  been 
idetitified  with  enrollments  as  low  as  4000  per- 
sons.) Even  smaller  delivery  plans  may  be  [possible, 
through  the  use  of  reinsurance  or  as  branches  of  a 
larger  delivery  plan  in  another  city.  More  likely, 
judging  from  mature  urban  H.MOs,  most  delivery 
plans  will  prefer  to  operate  with  enrollments  of 

50.000  persons  or  more.  Stability  and  certain 
economies  of  scale  lead  to  this  tendency. 

In  1970  some  68%  of  the  U.S.  population  were 
resident  in  SMSAs  (standard  metropolitan  statisti- 
cal areas).  Almost  40%  of  the  population  were  in 
SMSAs  larger  than  a million  people,  another  20% 
were  in  SMSAs  from  250,000  to  a million  persons 
in  size,  and  7%  were  in  SMSAs  of  100,000  to 

250.000  persons.^  These  SMSAs  probably  ac- 
counted for  an  even  larger  percentage  of  personal 
health  care  expenditures,  and  probably  most  had 
in  excess  of  the  national  average  of  1.7  physicians 
and  4.4  hospital  beds  per  1000  persons. 

SMSAs  larger  than  a million  could  easily  support 
ten  or  more  large  delivery  plans  and  several 
smaller  delivery  plans,  if  people  chose  to  enroll  in 
them.  Assuming  diverse  plan  sponsorship  and  rea- 
sonably free  entry  of  new  delivery  plans  to  partici- 
pation in  NHI,  good  competition  appears  likely  in 
these  largest  urban  areas. 

SMSAs  of  250,000  or  more  people  could  sup- 
port several  moderate-sized  and  small  delivery 
plans.  The  more  delivery  plans,  the  more  likely 
competition  would  be  effective.  The  threat  of 
entry  by  new  plans  or  by  a large  delivery  plan  in 
another  city  branching  into  the  area  would  also 
help  maintain  competition. 

In  SMSAs  smaller  than  100,000  people,  only  one 
or  two  delivery  plans  may  be  feasible.  Good  com- 
petition is  still  feasible  if  collusion  or  tacit  price 
fixing  can  be  prevented. 

Even  in  sparse  rural  areas  where  two  delivery 
plans  operating  simultaneously  may  be  infeasible, 
competition  could  nevertheless  be  maintained  if 
the  area  contracted  with  a management  firm  or 
even  a delivery  plan  in  a city  to  operate  its  health 
care  system  on  a competitive  bid  basis. 

We  shall  consider  possible  failure  of  competi- 
tion. The  prevention  of  market  failure  has  also 
been  discussed  in  detail  elsewhere.®  Here  we  shall 
argue  that  good  competition  has  at  least  been 
shown  feasible,  certainly  in  SMSAs  larger  than 

100.000  population  and  probably  in  smaller 
SMSAs  and  even  some  non-metropolitan  areas. 


Moreover,  we  postulated  the  assumptions  that  the 
example  administrative  mechanisms  permits  free 
entry  (and  exit)  of  new  delivery  plans  into  NHI 
participation  and  does  not  unnecessarily  restrict 
plan  size,  plan  sponsor  or  plan  organization. 

We  shall  argue  that  threat  of  new  entry  and  the 
difficulty  of  diverse  plans  colluding  will  in  fact 
guarantee  good  competition  in  most  SMSAs  larger 
than  250,000  population  and  in  many  smaller 
areas. 

The  possibility  that  good  competition  cannot  be 
maintained  in  many  smaller  areas  is  immaterial  to 
the  scenario  that  follows.  The  problem  of  cost 
escalation  and  maldistributed  concentrations  of 
physicians,  technology  and  facilities  is  primarily  a 
problem  of  the  larger  urban  areas  where  60%  of 
the  U.S.  population  reside.  The  style  of  medical 
practice  is  largely  set  in  these  areas.  The  problem 
of  rural  areas  is  much  more  one  of  availability.  If 
competition  can  curb  cost  escalation  and  excess  in 
urban  areas,  then  the  major  NHI  objectives  can  be 
achieved  in  both  urban  and  rural  areas.  Con- 
sequently this  paper  will  focus  primarily  on  urban 
areas. 

A pluralistic  competitive  health  care  system 
under  the  example  mechanism  would  also  seem 
feasible  from  the  standpoint  of  acceptability  to 
providers,  policy-makers,  and  consumers.  If  pro- 
viders become  aware  that  cost  containment  is 
inevitable,  and  that  they  must  eventually  accept 
either  a strong  restructured  market  or  strong 
regulation,  they  may  prefer  a market  approach. 
Certainly  in  any  cost-contained  system,  individual 
professionals  will  not  have  the  same  degree  of 
freedom  that  they  have  today.  But  there  is  a 
considerable  difference  whether  freedom  is  con- 
strained by  a delivery  plan  of  peers  attempting  to 
meet  the  demands  of  the  market,  or  by  a govern- 
ment bureaucracy  exercising  stringent  regulatory 
controls.  Providers  may  find  that  delivery  plans  in 
fact  give  greater  flexibility  to  practice  good 
medicine  than  traditional  fee-for-service  practice. 
Consumers  also  may  prefer  having  a choice  of 
multiple,  largely  private  plans  to  having  a single 
public  utility  type  of  system  available  to  them.  And 
policy-makers  may  prefer  a system  where  market 
forces  do  the  major  work  of  cost  containment, 
rather  than  a public  utility-like  system  where  the 
hard,  unpopular  trade-offs  of  cost  containment 
fall  mainly  on  government.  Such  acceptability  is  in 
the  main  a question  of  value  judgments.  For 
purposes  of  the  best-case  scenario  below,  our 
postulated  assumption  of  a 30%  market  share  for 
delivery  plans  in  urban  areas  will  be  taken  to  imply 
that  this  acceptability  question  has  been  largely 
resolved  at  the  national  level,  if  not  in  every 
community.  In  a later  section  below,  we  will  recon- 
sider acceptability. 

Financial  protection  and  financial  access.  The 

example  NHI  mechanism  gives  substantial  protec- 
tion to  consumers  against  undue  medical  expense. 


As  long  as  the  NHI  grant  is  scaled  according  to 
ability  to  pay,  each  person  can  afford  an  adequate 
comprehensive  insurance  or  delivery  plan. 

The  very  poor  will  have  to  be  subsidized  for 
100%  of  an  adequate  premium.  This  will  create 
some,  but  not  insuperable  administrative  diffi- 
culty, and  incentives  for  the  poor  to  choose  effi- 
cient plans  may  be  somewhat  weakened.  Tran- 
sients, derelicts  and  incompetents  will  have  to  be 
handled  by  special  means.  These  difficulties  for  a 
tiny  minority  of  the  population  should  not  color 
the  advantages  of  having  the  majority  of  the 
population,  who  are  quite  able  to  pay  a share  of 
their  premium,  under  substantial  incentives  to 
choose  efficient  plans. 

The  NHI  grant  will  need  to  be  increased  annu- 
ally at  the  average  inflation  rate  of  the  economy. 
Insurance  and  delivery  plans  which  attempt  to 
raise  premiums  at  a faster  rate  than  this  will  meet 
substantial  consumer  resistance,  since  consumers 
will  face  the  additional  increase  entirely  out  of 
their  own  pocket.  Consumers  will  turn  to  other 
plans  whose  premiums  are  more  reasonable. 

The  NHI  program  could  be  either  voluntary  or 
mandatory.  If  the  NHI  grant  amounts  to  30%  of 
average  premiums  for  the  middle  class,  and  no 
other  tax  exemptions  are  permitted,  most  consum- 
ers will  enroll  in  a qualified  plan  even  with  a 
voluntary  NHI  program. 


Cost  Containment  The  pressure  for  cost  con- 
tainment will  arise  from  delivery  plans  competing 
with  each  other  and  traditional  insurance  plans. 
Heretofore  such  competition  has  been  limited  by 
the  scarcity  of  delivery  plans  and  by  market  bar- 
riers. Under  our  postulated  assumption  of  two  or 
more  qualified  delivery  plans  in  each  area  with 
about  30%  total  penetration,  and  postulating  the 
example  administrative  mechanism,  competition 
should  become  much  more  effective. 

First,  all  consumers  now  have  the  purchasing 
power  to  buy  an  adequate  benefit  package,  and 
they  can  only  spend  these  dollars  on  a qualified 
plan.  However,  the  example  NHI  mechanism  re- 
quires that  they  pay  the  difference  between  their 
NHI  grant  and  the  premium  of  any  plan  out  of 
their  own  pocket.  Thus,  most  consumers  for  the 
first  time  will  both  be  facing  a choice  of  plans,  and 
have  a direct  stake  in  the  cost  of  the  plan.  Some 
will  be  willing  to  pay  more  for  a costly  plan,  but 
many  will  choose  a lower  cost  plan  if  it  offers 
better  value  for  the  money. 

This  totally  changes  the  competitive  incentives 
on  providers.  Physicians  and  hospitals  in  health 
delivery  plans  will  be  extremely  conscious  of  both 
quality  and  cost,  striving  to  offer  attractive  service  I 
at  a premium  price  that  will  draw  consumers. 
Traditional  providers  participating  in  conven-  j 
tional  health  insurance  plans  will  initially  attempt  ' 


to  continue  business  as  usual  without  much 
thought  of  cost.  But  their  escalating  costs  will 
slowly  drive  up  the  premium  of  insurance  plans 
above  delivery  plans,  making  them  less  attractive 
to  consumers.  More  consumers  will  shift  to  the 
lower  cost  delivery  plans. 

Traditional  providers  will  likely  react  to  the  loss 
of  patients  to  delivery  plans  by  increasing  the 
price,  volume  and  complexity  of  services  to  re- 
maining patients.  As  long  as  the  market  share  of 
delivery  plans  is  low,  traditional  providers  can 
maintain  desired  income  in  this  way  without  forc- 
ing drastic  premium  increases  in  the  insurance 
plans  of  these  patients.  But  at  the  postulated  30% 
market  share  for  delivery  plans,  the  attempt  of 
traditional  providers  to  maintain  income  by  in- 
creasing prices  and  services  to  a declining  base  of 
conventionally  insured  patients  begins  to  drive  up 
conventional  health  insurance  premiums  more  and 
more  rapidly.  With  a free  choice  of  plans  and 
facing  the  premium  directly,  consumers  will  shift 
to  efficient  delivery  plans  in  even  greater  num- 
bers. The  competitive  impact  of  delivery  plans  will 
now  be  felt  with  increasing  severity  by  the  tradi- 
tional system.  Traditional  physicians  and  hospitals 
will  find  that  they  cannot  maintain  desired  income 
on  the  reduced  patient  base,  and  the  insurance 
plans  will  be  pressuring  them  to  hold  fees  and 
control  services. 

Some  physicians  and  hospitals  may  then  move  to 
join  delivery  plans.  (Not  all  of  them  may  be 
desired  by  delivery  plans.)  More  likely,  traditional 
physicians  will  try  to  start  their  own  competing 
delivery  plan.  Ideally,  this  would  occur  by  differ- 
ent groups  of  physicians  getting  together  to  form 
their  own  delivery  plans.  More  probably,  if  experi- 
ence is  any  guide,  the  medical  society  may  try  to 
form  a united  front  and  gather  all  traditional 
providers  into  a single  delivery  plan.* 

If  medical  society  plans  are  permitted,  the  fol- 
lowing sequence  of  events  usually  occurs.  Initially 
physicians  are  unwilling  to  accept  controls 
adequate  to  keep  the  plan  financially  sound.  After 
much  red  ink  has  flowed,  this  plan  either  fails  (as 
in  Rochester,  N.Y)  or  begins  to  tighten  controls  (as 
in  Minneapolis).  If  it  tightens  controls  successfully, 
it  becomes  part  of  the  competitive  system.  Physi- 
cians who  don’t  like  the  controls  may  break  away 
to  join  other  delivery  plans,  or  gather  a group  of 
colleagues  and  start  their  own.  This  is  particularly 
likely  in  larger  urban  areas,  where  a medical  soci- 
ety plan  is  likely  to  be  so  large  and  unwieldy  that 


* We  know  of  no  medical  society  plan  that  did  not  form  in 
response  to  the  threat  of  entry  by  a delivery  plan.  Perhaps  in 
the  interests  of  competition,  medical  society-sponsored  plans 
in  urban  areas  might  best  be  proscribed  from  qualifying 
under  NHL  The  medical  society  should  be  a place  for  all 
physicians,  both  traditional  and  delivery  plans,  not  a cartel  of 
one  body  of  physicians  who  compete  with  others.  This 
condition  might  be  relaxed  in  smaller  areas. 


agreement  on  controls  can  not  be  reached.  The 
medical  society  plan  may  even  break  up  into 
smaller  plans  which  then  compete  with  each  other 
and  other  delivery  plans.  (There  is  no  existing 
example  of  this  phenomenon,  so  it  remains 
speculative). 

As  traditional  physicians  increasingly  join  or 
start  delivery  plans  to  keep  from  losing  their  pa- 
tients, cost-effective  styles  of  medical  practice  will 
become  increasingly  widespread  and  acceptable. 
Research  does  suggest  that  physicians  can  and  do 
modify  their  practice  under  changed  incentives.^ 
Also,  under  competitive  pressure,  physicians  will 
become  much  more  aware  of  the  performance  of 
their  colleagues.  Traditional  physicians  who  find 
themselves  losing  patients  to  delivery  plans  be- 
cause of  the  over-service  and  over-hospitalizing 
prescribed  by  excessive  specialists,  will  begin  to 
refer  more  selectively.  Many  may  choose  to  start  or 
join  delivery  plans  where  specialty  ratios  and  hos- 
pitalization can  be  controlled. 

The  net  result  over  five  or  ten  years  should  be 
the  growth  of  competing  delivery  plans  to  a high 
share  of  the  market,  perhaps  70%  or  more.  Com- 
petition among  these  delivery  plans  and  remaining 
insurance  plans  for  cost-conscious  consumers  (for 
whom  any  premium  increase  faster  than  the  gen- 
eral growth  of  the  economy  must  come  out  of 
pocket)  should  slow  cost  escalation  much  more 
nearly  to  the  prevailing  economic  growth  rate. 


Distribution  and  availability  of  services.  The 

traditional  health  care  system  has  problems  with 
the  geographic  distribution  and  availability  of 
services  because,  in  the  absence  of  cost  restraint,  it 
can  almost  indefinitely  increase  the  quantity  and 
complexity  of  services  rendered  to  a fixed  patient 
population.  Since  it  cannot  “saturate”  its  market, 
there  is  little  economic  pressure  for  the  traditional 
system  to  move  from  over-served  areas  and  per- 
sons to  professionally  less  attractive  under-served 
areas  and  persons.  (This  remains  true  even  if 
medical  purchasing-power  in  underserved  areas 
were  assured  by  NHI.  For  example,  while  Medi- 
care and  Medicaid  have  greatly  improved  the  dis- 
tribution of  services  among  income  groups,  they 
have  produced  little  geographic  redistribution  of 
services.) 

The  postulated  assumptions  change  this.  A de- 
livery plan  facing  a fixed  premium  can  “saturate” 
its  market.  A plan  that  endlessly  increases  services 
to  a fixed  enrollment  will  drive  up  its  own  pre- 
mium, and  it  will  begin  losing  enrollees  to  more 
efficient  plans.  Thus  a delivery  plan  seeking  to 
grow  has  a powerful  incentive  to  increase  enroll- 
ment, rather  than  services  per  enrollee.  Under- 
served populations,  if  they  have  the  purchasing 
power,  are  natural  new  markets  in  which  to  find 
new  enrollees. 


The  example  NHI  administrative  mechanism 
assures  that  these  underserved  areas  now  do  have 
adecjuate  purchasing  power.  In  the  scenario  above, 
delivery  plans  should  be  the  first  to  branch  into 
these  areas.  As  traditional  providers  face  increas- 
ing patient  loss  to  delivery  plans,  they,  too,  may 
begin  to  regard  under-served  areas  more  favora- 
bly. Whether  in  traditional  or  in  delivery  plans,  the 
providers  who  make  health  care  accessible  in  these 
under-served  areas  will  probably  get  the  business. 
The  end  result  over  a period  of  years  should  be  an 
evening  out  of  use  rates  across  the  population  both 
geographically  and  by  socio-economic  status. 


Hospital  capacity  and  high  technology.  The 

health  care  system  is  presently  characterized  by 
both  excessive  hospital  use  and  capacity.  Nation- 
ally, use  and  capacity  rates  average  1200  hospital 
days  and  4.4  beds  per  1000  population,  with  an 
average  occupancy  level  of  75%.  Use  and  bed  rates 
are  even  higher  in  most  urban  areas.  By  compari- 
son, a well  organized  delivery  plan  can  provide 
high  quality  medical  care  to  a typical  U.S.  popula- 
tion at  use  rates  of  800  hospital  days  or  less  per 
1000  persons;  at  an  efficient  occupancy  level  of 
85%,  this  requires  but  2.6  beds  per  1000  people.® 

The  competitive  pressure  on  delivery  plans  to 
hold  down  premiums  will  lead  successful  plans  to 
reduce  hospitalization  to  these  lower  levels.  As 
delivery  plans  grow  in  urban  areas  according  to 
the  scenario  above,  hospital  use  rates  in  the  area 
will  decline  accordingly.  At  first,  hospitals  will 
likely  seek  to  maintain  revenue  by  raising  charges. 
This  w'ill  lead  delivery  plans  to  concentrate  their 
hospital  use  in  more  efficient  hospitals.  With  their 
increasing  use  at  such  hospitals,  delivery  plans  will 
command  greater  influence  over  these  hospitals’ 
policies.  The  hospital  may  be  brought  into  the 
delivery  plan  by  contract  or  even  purchase.  The 
hospital  will  be  dissuaded  from  offering  spe- 
cialized services  that  can  be  purchased  more 
cheaply  from  other  hospitals. 

Hospitals  not  in  delivery  plans  will  find  their 
occupancy  falling  as  consumers  shift  to  delivery 
plans.  Should  these  hospitals  continue  to  increase 
charges  and  services,  this  will  force  insurance  plan 
premiums  up  and  drive  consumers  more  rapidly 
into  delivery  plans.  Eventually  the  declining  pa- 
tient load  will  not  allow  these  hospitals  to  maintain 
revenues,  and  they  will  be  forced  to  drop  under- 
utilized service  facilities.  Closures  and  mergers  of 
these  hospitals  into  smaller  combined  facilities 
should  become  common.  The  net  result  over  sev- 
eral years  should  be  a substantial  reduction  in 
urban  hospital  capacity,  with  specialized  services 
concentrated  in  those  hospitals  which  can  produce 
them  most  efficiently. 


Specialty  distribution  of  physicians.  Despite 
persistent  physician  shortages  in  some  areas,  there 
is  evidence  of  a growing  overall  surplus  of  physi- 
cians, particularly  in  the  secondary  and  tertiary 
specialties.  The  physician-to-population  ratio  in 
the  present  system  is  about  1.7  physicians  per  1 ()()() 
persons,  and  about  60%  of  these  physicians  are  in 
non- primary  specialties.  Physician-to-population 
ratios  are  even  higher  in  most  affluent  urban 
areas,  with  an  even  greater  percentage  of  physi- 
cians concentrated  in  secondary  and  tertiary  spe- 
cialties. By  comparison  a well-organized  health 
care  system  can  provide  high  quality  health  care  to 
a typical  population  with  1.3  patient-care  physi- 
cians or  less  per  1000  persons,  with  60%  of  these 
physicians  in  primary  care.®  At  current  rates  of 
medical  school  graduation,  the  physician-to- 
population  ratio  is  expected  to  rise  to  2.3  physi- 
cians per  1000  persons  by  1990.®  Under  the 
present  system,  it  is  likely  that  this  substantial 
addition  to  the  physician  supply  will  concentrate 
even  more  in  the  secondary  specialties,  simply 
because  the  amount  of  work  with  esoteric  techno- 
logical modalities  (while  marginal  from  a health 
standpoint)  can  be  almost  endlessly  expanded  and 
insurance  will  pay.  One  study,  for  example,  found 
the  work  load  of  a sample  of  surgeons  (a  specialty 
generally  accepted  to  be  in  surplus)  to  average 
only  one  third  the  work  load  of  a fully  occupied 
surgeon,  yet  all  were  maintaining  sufficiently  at- 
tractive incomes  to  remain  surgeons.*® 

The  postulated  assumptions  change  this  situa- 
tion. As  delivery  plans  grow  under  the  above 
scenario,  they  will  more  and  more  begin  to  control 
the  physician  market.  Physicians  in  excess  spe- 
cialties will  find  their  patient  load  falling  too  low  to 
maintain  desired  income  unless  they  can  join  a 
delivery  plan.  But  delivery  plans,  seeking  to  hold 
cost,  will  maintain  specialty  ratios  very  carefully 
and  will  seek  out  those  specialists  who  practice 
cost-effectively.  They  will  seek  to  maintain  the 
balance  between  primary  and  secondary  specialists 
at  the  rates  suggested  above  for  a well-organized 
system.  There  will  thus  be  a premium  on  primary 
specialists  among  delivery  plans,  leading  to  im- 
proved status,  power  and  income  for  these  doc- 
tors. Delivery  plans  will  have  less  call  for  surgeons 
and  other  excess  specialties.  They  are  unlikely  to 
add  a specialist  unless  he  can  be  used  full-time  and 
they  will  use  ancillary  health  professionals  where 
possible.  Infrequently  used  specialty  care  will  be 
purchased  on  a referral  basis  from  non-plan  spe- 
cialists; only  the  most  cost-effective  specialists  will 
obtain  such  referrals. 

Thus,  as  delivery  plans  spread,  traditional 
physicians  in  excess  specialties  will  face  declining 
call  for  their  services,  particularly  if  they  are 
cost-ineffective.  Attempts  to  increase  prices  and 
services  to  remaining  patients  will  simply  drive 
these  patients  more  rapidly  into  delivery  plans. 


Eventually  to  maintain  desired  income,  these 
surplus  specialists  will  have  to  either  shift  spe- 
cialties or  move  to  an  area  where  there  is  more 
opportunity.  Medical  students  will  become  aware 
of  these  trends,  and  begin  to  choose  their  specialty 
accordingly.  Medical  schools,  becoming  aware  that 
physicians  trained  in  “high  styles”  of  practice  have 
trouble  finding  a place,  will  slowly  begin  to  em- 
phasize cost-effective  styles  of  practice. 

The  result  over  a period  of  years  should  be  a 
much  more  appropriate,  cost-effective  distribution 
of  physicians  among  the  specialties.  The  majority 
of  primary  care  physicians  and  frequently  used 
specialists  will  likely  be  in  delivery  plans.  Less 
frequently-used  specialists  will  provide  referral 
services  to  several  plans,  probably  operating  as 
independent  professionals;  some  may  be  in  the 
very  largest  delivery  plans,  but  many  may  be  in 
universities  or  sub-specialty  group  practices.  Com- 
petition for  the  referral  business  of  delivery  plans 
should  keep  these  independent  specialists  practic- 
ing cost-effectively.  Primary  specialists,  because 
they  now  purchase  as  well  as  refer  for  specialty 
services,  will  assume  greater  responsibility  and 
status  as  managers  of  patient  care. 


Geographic  distribution  of  physicians.  The 

present  health  care  system  produces  geographic 
maldistribution  of  physicians  because  over-served 
areas  are  more  professionally  and  financially  at- 
tractive to  physicians  and  under-served  areas  are 
less  attractive.  The  result  is  that  many  affluent 
urban  areas  have  ratios  of  more  than  two  physi- 
cians per  1000  population,  while  rural  and  inner 
city  areas  have  ratios  of  less  than  one  physician  per 
1000  population.  Any  strategy  to  properly  distrib- 
ute physicians  must  make  over-served  areas  less 
attractive  and  under-served  areas  more  attractive. 

Under  the  new  scenario,  the  same  market  pres- 
sures leading  to  redistribution  of  services  and 
specialists  should  also  produce  “saturation”  forces 
leading  to  geographic  redistribution  of  physicians. 
Competition  of  delivery  plans  in  over-served  areas 
will  begin  to  restrict  the  market  for  physicians  in 
these  areas.  Delivery  plans  will  not  accept  partici- 
pation by  physicians  they  do  not  need.  Physicians 
who  attempt  to  remain  in  traditional  practice  by 
elaborating  services  to  a declining  patient  load 
under  conventional  insurance  plans  will  simply  see 
escalating  premiums  drive  these  patients  into  de- 
livery plans.  These  physicians  will  have  to  move  to 
under-served  areas  to  find  adequate  patient  loads, 
or  else  face  substantially  reduced  income  and 
restricted  practice  opportunities. 

Besides  making  over-served  areas  less  attractive, 
this  scenario  could  also  make  underserved  areas 
more  attractive  professionally.  A major  difficulty 
of  under-served  areas  is  that  a physician  there 
tends  to  become  professionally  isolated — unable  to 


obtain  consultants  and  good  referral  back-up,  nor 
to  engage  in  interchange  with  colleagues  to  keep 
up  with  new  developments,  m)r  to  find  coverage 
for  his  patients  if  he  wants  a vacation.  The  more 
physicians  move  into  under-served  areas,  the  less 
of  a problem  this  is.  Success  breeds  success. 
Moreover,  the  growth  of  delivery  j)lans  should 
begin  to  accustom  physicians  to  more  organized 
styles  of  practice  aggregating  several  physicians. 
As  this  more  organized  style  of  practice  diffuses 
into  under-served  areas,  by  custom  or  perhaps 
more  directly  by  delivery  plans  setting  up  branches 
in  these  areas,  professional  isolation  becomes  even 
less  of  a problem.  For  example,  a highly  organized 
delivery  plan  like  a multispecialty  group  practice 
could  open  a satellite  clinic  in  an  under-served 
area,  staff  the  clinic,  offer  referral  back-up,  and 
provide  physicians  to  temporarily  cover  for  col- 
leagues on  vacation  or  attending  conferences. 

Under  the  new  scenario,  the  burgeoning  supply 
of  new  physicians  mentioned  above  may  accelerate 
the  growth  of  delivery  plans,  and  thereby  the 
redistribution  of  physicians.  Established  physicians 
in  over-served  areas  may  form  delivery  plans  and 
sign  up  their  own  patients  as  a means  of  keeping 
the  new  physicians  from  taking  their  patients.  New' 
physicians  may  eagerly  join  existing  delivery  plans 
as  a way  of  getting  a practice,  or  may  start  new 
delivery  plans  to  compete  for  patients.  These 
developments  would  likely  occur  first  in  over- 
served urban  areas,  since  these  are  the  profession- 
ally attractive  areas  where  new  physicians  would 
naturally  gravitate.  As  practice  opportunities  di- 
minish in  these  areas,  new  physicians  seeking  a 
practice  would  probably  be  far  more  flexible  and 
amenable  to  practice  in  under-served  areas. 

The  net  result  after  several  years  of  competitive 
pressure  under  the  new  scenario  should  be  im- 
provement in  the  distribution  of  physicians  across 
tbe  country.  The  geographic  problem  is  not  likely 
to  entirely  go  away,  however.  (Even  the  eastern 
European  countries  with  all  their  public  control 
have  not  totally  solved  this  problem.)  Additional 
special  efforts  will  probably  be  continually  neces- 
sary. But  this  scenario  does  provide  strong  redis- 
tributive market  forces  oriented  in  the  right  direc- 
tion, so  that  the  problem  should  be  lessened. 


Quality.  Quality  is  defined  here  to  mean  achiev- 
ing the  best  patient  health  outcomes  in  the  popu- 
lation that  the  health  care  system  is  capable  of 
within  the  financial  resources  society  makes  avail- 
able for  health  care.  The  constraint  on  financial 
resources  coupled  with  concern  for  the  entire 
population  means  tradeoffs  are  necessary.  The 
“best  conceivable”  medical  care  is  no  more  desira- 
ble nor  affordable  than  the  best  conceivable  na- 
tional defense  or  the  best  conceivable  educational 
system.  Thus,  ideally,  a well-performing  health 


care  system  would  constantly  weigh  among  possi- 
ble investments  in  improved  quality.  It  would 
emphasize  those  quality  improvements  which  pro- 
duce the  greatest  health  benefit  for  the  population 
at  the  lowest  additional  cost.  It  would  give  them 
priority  over  quality  (or  amenity)  improvements 
producing  marginal  health  benefits  to  relatively 
few  patients  at  great  additional  cost.  For  a variety 
of  reasons  the  present  health  care  system  tends  to 
neglect  quality  assurance.  And  investments  in 
quality  improvements  tend  to  be  poorly 
prioritized.  The  new  scenario  has  several  features 
which  markedly  improve  the  situation. 

First,  in  the  absence  of  cost  restraints,  hospitals 
in  the  present  system  tend  to  be  over-built,  over- 
equipped, and  under-utilized,  as  each  hospital 
competes  for  medical  staff  and  prestige.  Physicians 
concentrate  in  the  secondary  and  tertiary  spe- 
cialties. Many  of  those  highly  technological  service 
additions  represent  quality  improvements  of  mar- 
ginal health  benefit  at  great  expense,  while  many 
simple  improvements  of  great  value — e.g.  in  case 
finding,  referral  follow-through  and  patient 
follow-up — are  over-looked  because  they  are  dif- 
ficult to  finance  or  have  low  professional  interest. 
Under-utilized  sophisticated  modalities  are  a 
threat  to  quality  if  the  clinical  team  sees  too  few 
patients  to  maintain  clinical  skills.  The  new 
scenario  suggests  that  competing  delivery  plans 
will  lead  to  fewer,  well-utilized  hospitals  and  sec- 
ondary specialists  with  each  type  of  specialized 
service  concentrated  in  one  or  two  hospitals.  Each 
hospital  and  specialist  should  have  sufficient  pa- 
tient volume  to  maintain  clinical  skills.  With  the 
increase  in  cost  competition,  delivery  plan  medical 
staff  will  constantly  weight  the  cost-effectiveness  of 
various  quality  improvements  before  they  are 
added.  The  result  should  be  a much  more  appro- 
priate balance  between  health  needs  and  skilled 
health  manpower  and  facilities,  not  only  from  the 
standpoint  of  expenditures  but  also  of  quality. 

Second,  the  present  system  establishes  little  ac- 
countability between  provider  and  patient,  save  for 
specific  service  episodes.  There  is  little  accounta- 
bility for  the  person  himself  or  his  health.  For 
example,  if  a community  were  found  to  have 
rampant  undetected  hypertension,  no  particular 
providers  could  be  held  accountable  either  for  the 
problem  or  its  remediation.  Delivery  plans  alter 
this  situation.  A defined  set  of  providers  is  now 
accountable  to  a defined  set  of  consumers.  In  the 
above  example,  the  accountability  for  detecting 
and  remediating  hypertension  in  a delivery  plan’s 
enrollment  is  clear. 

Another  aspect  of  this  accountability  is  that  it 
extends  to  the  entire  enrollment,  rather  than  just 
to  particular  patients  of  particular  physicians.  In 
the  present  system,  each  independent  specialist  is 
concerned  mainly  with  quality  improvements  in  his 
specialty.  A distorted  specialty  distribution  in  a 


community  leads  to  distorted  investments  in  qual- 
ity improvements.  In  the  new  scenario,  the  deliv- 
ery plan  must  weigh  quality  improvements  against 
the  needs  of  the  entire  enrollment.  Again,  the 
result  should  be  much  more  balanced  decisions  on 
manpower  and  facilities,  tending  toward  max- 
imum health  benefit  per  dollar  spent. 

Third,  the  present  system  has  little  structure  or 
incentive  to  accomplish  peer  review.  Independent 
physicians  are  reluctant  to  become  policemen, 
especially  of  colleagues  on  whom  they  depend  for 
referrals.  On  the  other  hand,  delivery  plans,  by 
aggregating  physicians,  begin  to  establish  mech- 
anisms and  incentives  for  peer  review.  The  more 
highly  organized  delivery  plans,  such  as  group 
practice  HMOs,  facilitate  consultation,  and  their 
common  medical  record  system  makes  physicians 
aware  that  their  colleagues  will  see  their  work. 
Even  health  care  alliances  offer  greater  peer  re- 
view opportunities  than  the  present  system  since 
participating  physicians  may  wish  to  check  out  new 
physicians  before  letting  them  participate  in  their 
plan,  much  as  occurs  with  hospital  privileges  now. 

Competitive  pressures  should  increase  concern 
with  quality.  Delivery  plans  are  easier  to  obtain  in- 
formation about  than  are  individual  professionals, 
and  consumers  make  enrollment  decisions  when 
they  are  well,  not  when  they  are  sick.  A delivery 
plan  that  acquires  a reputation  for  questionable 
quality  will  suffer  disenrollment.*  Thus  delivery 
plans  will  have  considerable  incentive  to  maintain 
quality  through  formal  and  informal  peer  review, 
and  the  accountability  established  by  plan  partici- 
pation provides  the  mechanism  and  legitimacy  to 
encourage  it. 

Last,  most  of  the  effective  technical  methods  of 
quality  assurance  require  statistical  samples  of  pa- 
tients to  average  out  random  variables.  The  de- 
fined enrollment  of  delivery  plans  provides  such  a 
patient  base.  While  this  advantage  remains  more 
potential  than  actualized,  it  could  lead  to  future 
advances  in  implementing  effective  quality  assur- 
ance systems. 

Less  than  the  best  scenarios 

In  this  section  we  consider  pitfalls  and  weak- 
nesses in  the  best-case  scenario,  and  possible  alter- 
native scenarios  which  might  follow  from  these 
weaknesses.  The  major  pitfalls  which  might  frus- 
trate the  best-case  scenario  appear  to  be: 


♦The  PHP  scandals  in  California  did  show  that  people  disen- 
rolled  from  questionable  delivery  plans  faster  than  the  State 
was  able  to  disqualify  them.  The  market  worked  better  than 
regulation  in  this  instance.  These  questionable  providers  are 
now  back  in  fee-for-service,  where  they  are  probably  much 
less  visible  than  when  they  were  in  PHPs. 


• NHI  might  not  include  the  example  administra- 
tive mechanism  at  all. 

• Even  if  NHI  does  include  this  mechanism,  deliv- 
ery plans  may  not  emerge  and  grow  in  each 
major  urban  area. 

• Even  if  delivery  plans  do  develop  under  this 
NHI  mechanism,  they  may  not  engage  in  real 
competition. 

• Even  if  delivery  plans  do  compete,  they  may 
skimp  on  quality. 

If  each  of  these  weaknesses  can  be  avoided  (or 
j can  be  shown  by  analysis  to  be  presumably  more 
j apparent  than  real),  then  the  major  conclusions  of 
I the  best-case  scenario — e.g.  cost  containment,  fi- 
nancial protection,  equitable  distribution  of  ser- 
|j  vices,  cost  effective  use  and  distribution  of  re- 
I sources  and  quality — appear  to  follow.  Where 
these  weaknesses  cannot  be  avoided,  other  sup- 
plemental measures  will  be  necessary. 


Will  NHI  include  the  example  administrative 
mechanism?  In  Section  C we  postulated  the  as- 
sumption that  NHI  would  include  the  example 
administrative  mechanism.  This  may  turn  out  to 
be  the  greatest  weakness  in  the  best-case  scenario. 

The  best-case  scenario  is  built  on  the  concept  of 
market  forces.  The  scenario  suggests  these  forces 
may  be  strong  enough  by  themselves  to  achieve 
. public  objectives  without  need  for  major  supple- 
mental public  regulation.  Even  if  some  regulation 
proves  necessary,  as  is  likely,  the  presence  of 
strong  market  forces  should  help  keep  the  amount 
of  regulation  required  to  a minimum.  On  the 
other  hand,  in  the  absence  of  any  effective  market 
forces,  regulatory  forces  will  be  the  only  recourse. 
And  given  the  strong  incentives  in  the  traditional 
system  for  cost  escalation  and  maldistribution,  the 
regulation  required  will  be  maximal.  Research  and 
experience  with  both  the  technical  and  political 
characteristics  of  regulation^  do  not  suggest  that  a 
solely  regulatory  approach,  even  if  well-executed, 
warrants  greater  confidence  or  could  be  accom- 
plished any  more  quickly  than  the  market  ap- 
proach taken  in  the  best-case  scenario.* 

In  order  for  market  forces  to  operate  at  all,  NHI 
must  allow  not  only  for  competing  plans  but  also 
for  flexibility  in  benefits  and  premiums,  so  that 
these  plans  have  something  to  compete  over. 
Should  NHI  cover  (or  fix)  all  benefits  and  pre- 
miums so  that  the  consumer  cannot  by  his  choice 
of  plan  obtain  additional  benefits  or  reduced  pre- 
miums, then  there  is  no  reward  for  consumers  or 
providers  to  be  efficient.  Market  forces  are  impos- 


* Thus  the  best-case  scenario  should  not  be  judged  solely  on 
its  weaknesses,  but  rather  the  strengths  and  weaknesses  of 
the  best-case  scenario  should  be  compared  to  the  strengths 
and  weaknesses  of  the  other  available  options. 


sible  in  such  an  NHI  plan.  The  example  adminis- 
trative mechanism  provides  the  necessary  flexibil- 
ity for  market  forces  to  operate  very  well. 

Most  exisiting  NHI  proposals  could  incorporate 
the  example  administrative  mechanism  with  little 
difficulty.  But  there  is  substantial  question  as  to 
the  chances  that  they  will.  I'here  is  currently  little 
public  understanding  of  this  mechanism,  and  as 
yet  no  constituencies  have  emerged  in  Congress  to 
either  propose  or  support  it. 

The  public  quite  often  tends  to  support  what  it 
is  used  to.  With  the  exception  of  EEHBP  and  a few 
private  programs,  the  mechanism  has  not  been 
widely  employed.  (A  minority  of  employees  have 
comprehensive  premiums  paid  entirely  by  their 
employer  and  may  resist  premium  cost-sharing 
unless  the  NHI  grant  equals  their  current  benefit.) 
Without  more  widespread  use  or  strong  educa- 
tional promotion,  vocal  public  demand  for  the 
mechanism  seems  unlikely. 

Legislation,  also,  quite  often  tends  to  build  on 
existing  arrangements.  NHI  proposals  could  easily 
wind  up  ignoring  the  mechanism  simply  for  want 
of  awareness,  much  as  happened  to  existing  deliv- 
ery plans  in  the  original  Medicare  Act.  Even 
supposing  general  awareness  by  legislators,  the 
mechanism  faces  hurdles.  Some  liberal  legislators 
feel  as  a value  judgment  that  health  care  should  be 
the  responsibility  of  government,  and  that  market 
forces  have  no  place.  Some  conservative  legislators 
are  opposed  in  principle  to  any  legislated  change 
in  the  traditional  system.  Pragmatic  legislators  may 
feel  that  the  mechanism  is  too  untested  or  too 
impractical  to  implement  given  the  present  system. 

Should  NHI  exclude  all  flexibility  in  benefits 
and  premiums  (and  co-payments)  and  thereby 
preclude  market  forces,  a wholly  different 
scenario  for  the  delivery  system  appears  likely.  In 
the  best  alternative  scenario,  the  health  care  sys- 
tem is  converted  by  NHI  into  a public  utility  with  a 
lid,  and  this  presumably  controls  costs  and  affects 
redistribution,  probably  with  similar  strengths  and 
weaknesses  to  our  public  school  system.  In  opposi- 
tion to  this  scenario,  it  should  be  noted  that  only 
England  among  countries  with  a national  health 
insurance  system  has  so  far  instituted  public  con- 
trols of  sufficient  strength  to  contain  costs  over  the 
long  term.  England  does  use  a “lid”  approach,  but 
also  it  is  not  a rich  country.  Countries  with  greater 
disposable  income  have  much  more  trouble  exer- 
cising the  political  discipline  to  contain  costs.  Eor 
example.  New  York  City,  under  great  financial 
pressure,  has  not  been  able  to  retire  its  own  excess 
municipal  hospitals.  Thus  it  is  not  clear — in  a 
health  care  system  devoid  of  market  forces — why 
or  how  the  United  States  will  be  able  to  accomplish 
with  regulation  what  Canada  and  Europe  have  not 
been  able  to  do  after  a decade  or  more  of  effort. 

In  the  worst  alternative  scenario,  much  as  oc- 
curred in  Canada,  all  consumer  cost-sharing  of 


either  services  or  premiums  is  eliminated  by  NHl, 
but  there  is  insufficient  political  strength  to  enact 
more  than  weak  piecemeal  regulation,  probably  in 
the  form  of  fee  controls  and  Certificate  of  Need. 
•Maldistribution  and  cost  escalation  continue,  espe- 
cially in  professionally  attractive  urban  areas. 
Existing  delivery  plans,  which  could  hitherto  at- 
tract enrollees  in  private  “dual  choice”  programs, 
find  their  market  eroded  by  NHl.  As  NHI  pays 
for  everything,  the  consumer  has  no  incentive  to 
choose  an  efficient  provider.  Consequently  exist- 
ing delivery  plans  attract  few  new  enrollees  and 
begin  to  wither.  No  new  delivery  plans  are  started. 

Continuing  this  worst  scenario,  aggravated 
28  cost-escalation  builds  pressure  on  policy-makers  to 
strengthen  regulation.  They  proceed  incremen- 
tally, starting  with  the  new  fee  controls  and  Cer- 
tificate of  Need.  Some  temporary  slowing  of  cost 
escalation  occurs  with  each  new  piece  of  regula- 
tion, but  after  a year  or  two  the  health  care  system 
distorts  itself  to  beat  the  regulation,  either  by 
compromising  the  controls  or  by  finding  unregu- 
lated areas  where  it  can  expand  income.  (This  ap- 
pears to  be  what  has  happened  in  much  of  Canada 
and  Europe  and  in  many  regulated  industries  in 
this  country.)  The  health  care  system  also  becomes 
increasingly  impersonal  as  it  comes  to  see  itself  as 
working  for  the  government  rather  than  its  pa- 
tients. As  government  attempts  to  further  tighten 
facility  and  utilization  controls,  it  runs  into  popu- 
lar resistance.  The  public  sees  health  care  under 
this  NHI  as  “free.”  The  growing  physician  supply 
is  busily  recommending  to  patients  the  services 
and  facilities  that  government  is  trying  to  restrict. 
Government,  the  only  party  under  pressure  to 
control  costs,  is  caught  in  the  middle.  Providers 
become  heroes  defending  the  public  against  the 
stingy  government.  The  presumable  net  result  of 
this  admittedly  worst-case  scenario  is  that  the 
health  care  system  becomes  saddled  with  an  ar- 
mada of  rules,  regulations,  planners  and  reg- 
ulators; delivery  plans  and  other  innovations  are 
stifled;  and  cost  and  maldistribution  still  remain 
out  of  control. 

In  opposition  to  this  worst-case  scenario,  it 
should  be  noted  that  the  real  world  is  unlikely  to 
be  this  bleak.  It  is  true  that  cost  escalation  in 
Canada  continues  at  the  same  pace  as  in  the  U.S. 
despite  the  imposition  of  controls  not  yet  con- 
templated here.  On  the  other  hand,  Canadians 
appear  to  be  getting  good  health  care,  and  all 
Canadians  have  financial  access  and  protection. 
The  price  is  simply  that  they,  like  us,  are  probably 
overspending  substantially  for  what  they  get  and 
denying  scarce  resources  to  other  pressing  na- 
tional priorities. 

Perhaps  the  greatest  boost  to  assuring  that  NHI 
include  some  form  of  the  example  administrative 
mechanism  would  be  widespread  use  and/or  pro- 
motion of  the  mechanism  in  all  areas  of  the  coun- 


try prior  to  NHI.  Individual  employers,  unions, 
states  and  municipalities  could  incorporate  the 
mechanism  into  their  employee  benefit  programs 
and  engage  in  both  promotional  and  private  per- 
suasive efforts  to  get  others  to  do  likewise.  The 
Federal  government  could  incorporate  the 
mechanism  in  Medicare  and  Medicaid.  Employers, 
unions,  providers,  insurers  and  government  could 
attempt  to  help  initiate  new  delivery  plans.  The 
more  successful  these  efforts,  the  more  likely  that 
NHI  might  include  the  mechanism. 

Will  the  example  NHI  mechanism  foster  delivery 
plans  initially?  The  best-case  scenario  postulated 
two  or  more  competing  delivery  plans  in  each  area 
with  at  least  30%  combined  penetration.  Under 
this  assumption,  the  best-case  scenario  predicted 
competition  would  take  hold  and  both  new  and 
existing  delivery  plans  would  grow.  We  now  drop 
this  postulate  and  inquire:  assuming  that  an  NHl 
plan  with  the  example  administrative  mechanism 
were  enacted  tomorrow,  would  two  or  more  deliv- 
ery plans  eventually  emerge  in  all  urban  areas,  and 
would  such  plans  achieve  30%  penetration.? 

The  analysis  proceeds  as  follows.  We  first  review 
the  experience  of  the  Federal  Employees  Health 
Benefits  Program  (FEHBP),  the  only  widespread 
model  of  the  example  mechanism  operating  today. 
The  question  then  becomes:  how  might  such  ex- 
perience generalize  if  all  persons  had  this 
mechanism  under  NHI?  To  examine  this  question 
we  list  the  structural  barriers  which  appear  to  im- 
pede delivery  plans  today.  We  then  present  a 
best-case  initial  scenario,  which  argues  that  the 
example  mechanism  installs  sufficient  incentive 
forces  to  remove  or  overcome  these  barriers.  We 
also  present  a more  conservative  scenario  which 
suggests  additional  action  may  be  required  beyond 
the  example  mechanism  if  delivery  plans  are  to 
overcome  these  barriers  and  grow  in  all  urban 
areas. 


The  FEHBP  experience  with  delivery  plans 

FEHBP  is  the  most  widespread  model  of  the 
example  administrative  mechanism  operating 
today.**  Under  FEHBP,  Federal  employees  are 
given  a fixed  dollar  Federal  contribution  which 
they  may  apply  toward  the  premium  of  any  qual- 
ified participating  insurance  or  delivery  plan.  The 
number  of  participating  plans  is  limited  to  those 
qualified  by  the  FEHBP  administrative  agency; 
presently  participating  are  two  nationwide  insur- 
ance plans,  a number  of  local  insurance  plans,  and 
a number  of  delivery  plans.  Each  plan  offers  its 
own  benefit  schedule  and  premium  price;  both 
benefits  and  premium  must  be  approved  by  the 
FEHBP  administrative  agency.  An  employee  pays 
the  difference  between  the  fixed  Federal  contri- 


bution  and  the  premium  of  his  chosen  plan  out  of 
his  own  pocket. 

Delivery  plans  have  fared  rather  well  under 
FEHBP.  No  other  health  benefits  program  has  so 
many  delivery  plans  participating.  In  areas  where 
delivery  plans  have  emerged,  their  penetration  of 
the  Federal  employee  market  averages  20%, 
reaching  as  high  as  40%  in  some  areas. 

On  the  other  hand,  delivery  plans  are  not 
available  in  most  areas,  so  that  overall  penetration 
by  delivery  plans  in  FEHBP  nationally  is  presently 
about  4%.  Many  participating  delivery  plans  with 
large  enrollment  were  in  place  before  FEHBP 
il  started  (1960).  In  many  areas  even  with  substantial 
' Federal  employment,  no  delivery  plan  has  yet 
I emerged  (Atlanta,  Oklahoma  City,  etc.).  In  other 
areas,  only  a single  delivery  plan  has  emerged 
! (Boston,  etc).  And  not  infrequently  with  these 
i single  delivery  plans,  after  an  initial  period  of 
] growth,  market  penetration  has  tended  to  level 
I off;  nor  have  new  delivery  plans  developed  to  go 
after  the  remaining  market. 

' The  question  is  how  to  generalize  this  experi- 
i ence.  The  FEHBP  experience,  covering  more  than 
a million  Federal  employees,  appears  to  establish 
one  point  for  certain;  the  example  administrative 
mechanism  is  practical  and  economic  in  a large 
scale  program  (combined  administrative  cost  of 
program  and  plans  runs  about  5%  of  premium*). 
The  more  open  question  is  how  to  generalize  the 
impact  on  the  delivery  system.  A best-case  initial 
scenario  would  argue  that  the  FEHBP  experience 
demonstrates  that  delivery  plans  will  grow  well 
under  the  example  administrative  mechanism,  and 
that  limitations  in  delivery  plan  growth  under 
FEHBP  can  be  attributed  entirely  to  barriers  that 
will  be  eliminated  once  the  example  mechanism  is 
universalized  under  NHI.  A less  optimistic  initial 
scenario  would  argue  that  such  barriers  will  not  all 
be  eliminated.  We  now  consider  these  barriers  to 
delivery  plan  growth. 

Present  structural  barriers  to  delivery  plans 

The  following  actions  may  be  necessary  to  over- 
come barriers  to  delivery  plan  formation  and 
growth  in  the  present  system; 

(1)  Raise  public  awareness  and  stimulate  leadership. 
Neither  the  public  nor  leadership  in  government, 
health  care,  business  or  labor,  is  particularly  aware 
of  the  incentive  advantages  of  competing  delivery 
plans.  Hence  both  public  demand  and  leadership 
initiative  to  get  plans  started  is  lacking. 

(2)  Improve  ease  of  entry:  To  the  market:  Delivery 
plans  face  obstacles  from  private  programs,  public 
programs,  and  public  markets  with  limited  bene- 


*We  know  of  no  large  public  programs  with  true  administra- 
tive costs  less  than  this.  Some  public  programs  in  this  or  other 
countries  have  reported  lower  administrative  costs,  but  these 
reports  generally  ignored  substantial  indirect  cost  factors. 


fits.  A delivery  plan  must  win  a “dual  choice” 
agreement  with  each  employer  and  public  pro- 
gram to  enter  that  market.  Employers,  unaware  of 
the  advantages,  resist  “dual  choice”  because  of  the 
administrative  effort  and  because  of  potential 
problems  with  unions,  their  present  insurer,  and 
providers.  Medicare  and  Medicaid  have  rigid  fee- 
for-service  oriented  administrative  requirements, 
and  their  reimbursement  rules  penalize  efficient 
delivery  plans.  The  HMO  Act  has  so  many  costly 
requirements  that  complying  HMOs  become 
uncompetitive  in  many  areas  and  markets;  the 
definitions  in  the  Act  are  so  expressively  narrow 
• that  many  promising  delivery  plans  are  excluded. 
To  management  expertise:  Delivery  plan  managers 
are  in  short  supply.  There  is  an  absence  of  training 
programs.  Physicians  regard  management  roles 
askance.  Business  executives  tend  to  volunteer 
their  time  to  hospital  boards  rather  than  delivery 
plan  boards.  To  capital:  New  delivery  plans  are 
frequently  undercapitalized.  Federal  support,  as 
noted  above,  is  too  full  of  red  tape,  delays  and 
rigid  unrealistic  requirements.  Private  capital  has 
not  been  readily  forthcoming.  With  all  these  obsta- 
cles, it  is  simply  easier  for  providers  to  stay  in 
traditional  practice. 

(3)  Substantially  strengthen  consumer  incentives  to 
choose  efficient  plans.  Most  consumers  have  private 
or  public  benefit  programs  with  fixed  benefits  and 
premiums;  there  is  no  reward  to  choose  an  effi- 
cient delivery  plan,  even  if  it  were  offered.  Tax 
deductions  for  health  benefits  further  weaken  the 
incentive  of  both  employees  or  employers  to  alter 
these  arrangements.*^  Insurance  plans  with  na- 
tional accounts  subsidize  premiums  in  high  cost 
areas  from  premiums  in  low  cost  areas,  undercut- 
ting local  delivery  plan  premiums. 

(4)  Increase  incentives  on  providers  to  participate  in 
delivery  plans:  Competitive  pressure:  At  low  market 
penetration  by  delivery  plans,  traditional  provid- 
ers can  maintain  desired  income  by  increasing 
prices  and  service  volume  to  remaining  patients. 
Peer  pressure:  Medicine  tends  to  follow  its  leaders. 
But  so  far  organized  medicine  has  not  endorsed 
delivery  plans,  and  only  a few  leading  providers 
have  entered  the  field.  Social  pressure:  Persuasive 
efforts  with  providers  by  community  and  national 
leaders  could  have  strong  effects,  but  has  not  been 
forthcoming.  Regulatory  pressure:  Present  regula- 
tion of  reimbursement  rates  and  capital  invest- 
ment falls  equally  on  efficient  and  inefficient  pro- 
viders. A delivery  plan  cannot  escape  cost  controls 
as  a reward  for  efficiency.  In  general,  delivery 
plans  face  greater  regulation  than  traditional 
providers. 

(5)  Reduce  anti-competitive  actions  by  providers.  In 
many  cases  traditional  providers  have  brought  or- 
ganized pressure  against  delivery  plans,  ostraciz- 
ing delivery  plan  physicians  and  denying  hospital 
privileges.  As  regulation  increases  so  does  the 


danger  of  regulatory  capture  by  traditional  pro- 
viders, who  then  use  the  regulation  to  exclude 
competition  (e.g.  by  denying  Certificates  of  Need 
or  exercising  PSRO  sanctions). 

(6)  Strengthen  incentives  on  delivery  plans  to  expand. 
Present  delivery  plans  tend  to  be  non-profit  or 
professional  organizations.  Unlike  common  for- 
profit  firms,  these  organizations,  once  they  have 
an  initial  enrollment  base,  often  lose  incentive  to 
expand.  Since  increased  profit  is  not  an  incentive, 
motives  for  expansion  by  non-profit  managers  in- 
clude: a competitive  threat  to  their  established  en- 
rollment base,  need  for  greater  financial  stability 
and  flexibility  provided  by  a larger  base,  desire  for 
larger  patient  base  necessary  to  provide  particular 
specialty  services  within  the  plan  rather  than  buy 
them  outside,  empire-building,  and  missionary 
zeal.  Operating  against  these  motives,  a provider 
group  with  sufficient  patients  may  have  little  de- 
sire to  add  additional  physicians;  there  is  little  pro- 
fessional or  financial  gain  to  existing  providers, 
and  administrative  and  personality  problems  may 
arise.  Consumer-run  plans  frequently  oppose  ex- 
pansion; existing  consumers  whose  needs  are  met 
by  the  plan  question  raising  their  own  premiums 
to  acquire  capital  for  expansion  to  serve  someone 
else.  As  a consequence,  only  a few  delivery  plans 
have  aggressively  pursued  expansion  or  branched 
into  new  locations. 

(7)  Exercise  consistent,  flexible  and  continuing  lead- 
ership. Federal  leadership  on  delivery  plans  has  been 
vacillating,  inconsistent,  and  not  well-executed. 
After  much  fanfare  endorsing  HMOs  in  1971,  the 
Administration  backed  off.  It  settled  for  narrow, 
uncompetitive  HMO  assistance  legislation  and 
Medicare  provisions.  In  1974  HEW  emphasis 
shifted  strongly  to  the  Health  Planning  Act,  rather 
substantially  draining  effort  and  attention  from  its 
HMO  program.*  Promulgation  of  HMO  regula- 
tions and  processing  of  applications  dragged  out 
inordinately,  and  inconsistencies  betw'een  various 
program  offices  were  allowed  to  persist  through 
inattention.  An  inherent  difficulty  in  a wholly 
Federal  approach  is  that  the  stimulation  of  deliv- 
ery plans  is  an  enterpreneurial  effort  with  situa- 
tions and  opportunities  that  vary  almost  from  one 
community  to  the  next.  Civil  servants,  oriented  to 
legislation  and  regulation,  generally  lack  enter- 
preneurial realism  and  expertise,  and  it  is  difficult 
for  a Federal  program  to  retain  community-by- 
community flexibility.  Business  leadership  has  these 
skills  and  flexibility  and  could  help  provide  the 
market,  the  management  expertise  and  capital. 
Where  business  has  become  active,  it  has  had  a 
very  stimulating  effect  on  delivery  plans.  Health 


*This  experience  suggests  that  without  strong  and  committed 
leadership,  it  is  extremely  difficult  for  HEW  to  initiate  and 
maintain  two  major  new  efforts  simultaneously,  especially  if 
one  is  regulatory  (i.e.,  familiar  to  the  bureaucracy)  and  the 
other  is  entrepreneurial  (i.e.,  unfamiliar  to  the  bureaucracy). 


care  cost  pressures  are  leading  to  increased  busi- 
ness interest,  but  business  leadership  is  difficult  to 
mobilize  unless  business  has  an  obvious  direct 
stake. 

A best-case  initial  scenario 

A best-case  initial  scenario  argues  that  not  all  the 
barriers  above  carry  equal  weight.  It  argues  that  if 
entry  to  the  market  (barrier  2)  and  consumer 
incentives  (barrier  3)  are  substantially  improved, 
then  sufficient  market  forces  operate  to  eventually 
overcome  or  remove  all  the  remaining  barriers. 

This  best  initial  scenario  view’s  the  FEHBP  ex- 
perience positively.  It  argues  that  this  experience 
shows  that  consumers  facing  the  example  admin- 
istrative mechanism  will  choose  efficient  delivery 
plans  wherever  they  are  available.  And  it  argues 
that  the  reason  that  more  delivery  plans  did  not 
emerge  was  that  the  FEHBP  program  by  itself 
could  not  support  delivery  plans  without  the  addi- 
tion of  a sufficient  private  market.  And  in  most 
areas  the  private  market  was  too  difficult  to  enter 
(weak  benefits,  resistance  to  dual  choice,  etc.)  to 
support  more  than  one  or  even  any  delivery  plans. 
(Moreover,  at  that  time,  FEHBP  was  not  particu- 
larly aggressive  in  adding  delivery  plans  if  one 
plan  was  already  participating  in  an  area). 

According  to  this  best-case  initial  scenario,  an 
NHI  plan  incorporating  the  example  mechanism 
changes  all  this.  Now  all  consumers  have  the  pur- 
chasing power  to  purchase  a delivery  plan,  and  all 
consumers  must  pay  extra  to  belong  to  an  ineffi- 
cient plan.  The  market  no  longer  consists  of 
FEHBP  plus  a few  private  programs.  Any  delivery 
plan  that  can  qualify  for  NHI  participation  will 
now  find  the  whole  market  open  and  ready. 

The  impact  will  be  felt  soonest  in  urban  areas 
with  existing  delivery  plans.  Presumably  this  deliv- 
ery plan  and  any  existing  insurance  plans  w’ill 
qualify  for  NHI.  Public  awareness  (barrier  1)  will 
be  raised  by  consumers  facing  out  of  pocket 
premiums,  and  by  delivery  plans  marketing  them- 
selves. The  existing  delivery  plan  will  grow 
rapidly,*  and  new  delivery  plans  will  start  as  other 
providers  try  to  compete.  The  presence  of  two  or 
more  delivery  plans  will  prevent  complacency  and 
keep  all  delivery  plans  expanding  against  the 
competitive  threat  of  the  others.  As  these  com- 
peting plans  locate  offices  where  other  plans  have 
not,  delivery  plans  will  become  continually  more 
accessible  to  the  whole  urban  area,  further  en- 
couraging consumers  to  enroll. 

In  urban  areas  where  no  delivery  plan  exists,  the 
impact  may  take  a little  longer.  Initially  only 
insurance  plans  will  be  available  under  NHI.  But 
sooner  or  later  a delivery  plan  will  form,  and  then 
the  above  initial  scenario  should  repeat  itself.  The 
first  delivery  plan  in  such  an  area  could  get  started 

*The  burgeoning  physician  supply  (Section  C.6.)  should  as- 
sure availability  of  physicians. 


in  several  ways.  It  might  be  formed  by  a delivery 
plan  in  another  city  branching  into  the  community 
to  take  advantage  of  the  open  market.  It  might  be 
started  by  pressure  of  the  growing  physician  sup- 
ply (see  Section  C above),  i.e.,  a group  of  estab- 
lished doctors  starting  a plan  to  keep  new  doctors 
from  taking  their  patients,  or  new  doctors  starting 
a plan  to  attract  patients  from  established  physi- 
cians. It  might  be  started  by  consumer,  labor  or 
business  groups  impatient  with  rising  health  costs, 
which  consumers  now  face  far  more  directly. 
However  the  delivery  plan  does  start,  once  started 
it  now  has  a ready  market.  And  the  readier  the 
market  is,  the  more  over-served  and  high-cost  the 
area  is.**  In  these  areas  new  delivery  plans  should 
catch  hold  the  fastest,  and  other  new  plans  spring 
up  to  compete  with  them  once  they  do. 

Some  limited  experience  supports  the  above  ini- 
tial scenario.  For  example,  in  Minneapolis,  busi- 
ness has  become  active  recently  in  stimulating  de- 
livery plans,  largely  by  providing  “multiple  choice” 
to  their  employees.  Prior  to  this  time,  only  one  de- 
livery plan  was  operating,  and  its  enrollment  had 
leveled  off  at  about  40,000  enrollees,  mainly  public 
employees.  With  the  larger  market  provided  by 
the  interested  business  firms,  a new  delivery  plan 
started  and  grew  rather  quickly  (now  about  25,000 
enrollees).  This  galvanized  the  existing  delivery 
plan  to  expand  aggressively  (now  pushing  100,000 
enrollees),  and  stimulated  several  other  new  deliv- 
ery plans. 

Thus,  in  this  best-case  initial  scenario,  the  re- 
moval of  barriers  2 and  3 by  universal  application 
of  the  example  mechanism,  under  NHI,  presum- 
ably generates  sufficient  market  forces  to  override 
all  the  remaining  barriers.  Delivery  plans  presum- 
ably do  start  and  within  4 to  5 years  do  grow  to  a 
point  where  they  begin  to  competitively  impact  the 
traditional  system.  At  this  point  we  are  back  to  the 
original  best-case  scenario  (Section  C above). 

Less  wonderful  initial  scenarios 

A number  of  assumptions  in  the  above  initial 
scenario  can  be  challenged.  First,  consumers  may 
not  be  drawn  to  delivery  plans.  Second,  providers 
may  resist  delivery  plans  individually  and  collec- 
tively. Third,  existing  delivery  plans  may  be  con- 
tent with  their  market  share,  and  price  themselves 
just  enough  below  insurance  plans  to  maintain  it. 
Fourth,  should  NHI  remove  the  health  care  cost 
burden  from  business  and  labor,  the  most  active 
stimulators  of  new  delivery  plans  may  cease 
their  stimulative  activities.* *  Finally,  the  govern- 


**This  assumes  that  the  NHI  purchasing  power  grant  does  not 
vary  across  areas  according  to  any  medical  cost  index. 

*Indeed,  if  it  becomes  apparent  prior  to  NHI  that  the  leading 

NHI  proposals  take  business  and  labor  off  the  hook  finan- 
cially, then  they  may  cease  such  stimulative  activity  prior  to 
NHI.  According  to  point  I above,  this  may  jeopardize  inclu- 
sion of  the  example  mechanism  in  an  NHI  plan. 


rnent  may  not  be  able  to  withstand  popular  pres- 
sure and  keep  raising  the  NHI  grant  as  rapitlly  as 
health  care  costs  escalate  so  that  consumers  feel 
little  pressure  to  choose  an  ef  ficient  plan. 

Regarding  the  first  point,  a refusal  by  consum- 
ers to  join  delivery  plans  is  not  a problem  as  long 
as  there  is  a fair  market,  e.g.,  no  anti-competitive 
actions,  no  distorting  tax  subsidies,  etc.,  inhibiting 
entry.  If  consumers  want  to  pay  more  of  their  own 
money  for  conventional  insurance  plans  in  a fair 
market,  then  they  should  be  allowed  to  do  so  and 
this  should  be  considered  a desirable  result. 

The  problem  arises  only  if  consumers  are  forced 
to  buy  conventional  insurance  plans  because  no 
delivery  plans,  due  to  unfair  market  distortions, 
are  available.  Such  market  barriers  could  lead  to 
alternative  initial  scenarios  in  which  delivery  plans 
grow  only  slowly  or  not  at  all.  A general  worse-case 
initial  scenario  would  allow  such  market  barriers  to 
stall  growth  of  delivery  plans  in  most  areas  for  five 
to  ten  years.  The  government,  under  growing 
popular  pressure  from  consumers  facing  escalat- 
ing insurance  plan  premiums,  would  be  unable  to 
hold  the  line.  It  would  eventually  start  to  increase 
the  NHI  grant  amount  as  fast  as  premiums  esca- 
lated. By  this  time  the  idea  of  effective  market 
forces  would  have  lost  credibility,  and  the  nation 
would  drift  into  regulation  for  want  of  an  alterna- 
tive. 

To  see  how  such  market  barriers  might  operate, 
we  can  flesh  out  this  alternative  initial  scenario  as 
follows.  Immediately  following  passage  of  NHI 
with  the  example  mechanism,  most  existing  insur- 
ance and  delivery  plans  seek  and  obtain  qualifica- 
tion to  participate  in  NHI.  Low-income  consumers 
feel  immediate  impact;  they  now  can  purchase 
adequate  insurance  and  their  demand  for  health 
care  rises.  Middle-income  consumers  see  little 
change  at  first:  they  now  have  a choice  of  plans 
(mostly  insurance  plans)  and  share  in  the  premium 
but  receive  an  offsetting  NHI  grant  to  help  pay  it. 
Consequently  most  consumers  stay  with  their  pres- 
ent plan.  The  big  impact  comes  after  the  first  year 
when  the  NHI  grant  is  raised  8%  annually  (slightly 
more  than  general  inflation)  but  premiums  rise 
15%  (current  medical-hospital  inflation).  Consum- 
ers are  upset  and  begin  to  consider  shopping  for 
lower  cost  plans,  if  available. 

In  this  initial  scenario,  providers  presumably 
ignore  delivery  plans  where  they  are  no  threat  and 
take  strong  collective  action  where  they  become  a 
threat.  The  great  majority  of  urban  areas  have  no 
strong  delivery  plan.  In  these  areas,  established 
providers  refuse  to  start  or  join  delivery  plans  and 
squelch  any  effort  to  start  such  a plan.  Physicians 
expressing  interest  in  such  a plan  are  profession- 
ally and  socially  ostracized.  Hospital  privileges  for 
delivery  plan  physicians  are  delayed  or  denied 
and,  where  granted,  are  informally  sandbagged, 
e.g.,  admissions  and  treatment  orders  delayed,  etc. 


Delivery  plans  are  attacked  as  poor  quality.  Pro- 
vider influence  on  HSAs  and  PSROs  is  used  to 
harass  and  impede  new  delivery  plans.*  Another 
obstacle  to  new  delivery  plans  would  occur  should 
the  NHI  plan  set  prejudicially  high  qualifying 
requirements  on  delivery  plans  relative  to  the 
qualifying  requirements  for  insurance  plans.  (The 
experience  of  the  HMO  Act  and  Medicare  suggests 
this  is  a real  danger.)  As  a result,  mainly  marginal 
physicians  start  delivery  plans  in  professionally 
marginal  areas,  especially  in  low  income  areas 
where  consumers  have  trouble  obtaining  access  to 
care.  Delivery  plans  gain  a reputation  as  second 
class  medicine,  further  inhibiting  established  pro- 
viders and  middle  income  consumers  from  joining 
delivery  plans. 

In  the  few  urban  areas  where  strong  delivery 
plans  exist  or  become  a threat,  providers  make 
strong  efforts  to  contain  the  market  share  of  such 
delivery  plans.  The  delivery  plan  itself  may  be 
content  to  maintain  its  market  share;  it  simply 
raises  its  prices  to  the  level  of  prevailing  insurance 
plan  premiums  and  collects  greater  profits  (see 
point  3 below,  on  failure  of  competition.)  Also, 
insurance  plans  may  undermine  competition  from 
delivery  plans  by  subsidizing  insurance  plan  pre- 
miums in  such  areas  from  premiums  collected  in 
areas  where  no  delivery  plan  exists.**  And  of 
course  traditional  providers  presumably  engage  in 
the  anticompetitive  pressures  mentioned  above, 
attempting  to  discourage  new  consumers  and 
physicians  from  joining  the  delivery  plan.  If  neces- 
sary, traditional  providers  band  together  to  start  a 
medical  society  delivery  plan  to  keep  the  existing 
delivery  plan  from  expanding.  While  such  meas- 
ures cannot  forever  keep  an  aggressive,  efficient 
and  motivated  plan  from  expanding  in  a fair 
market  where  consumers  are  interested  in  efficient 
plans,  they  can  impede  it  or  perhaps  convince  it  to 
settle  for  a tacit  market  share. 

The  net  result  of  this  initial  scenario  is  that 
delivery  plans  remain  confined  mainly  to  the  areas 
where  they  presently  exist,  and  are  marginal  or 
unavailable  in  most  areas  of  the  country,  at  least 
for  several  years.  Instead  of  shopping  around  for 
efficient  plans,  consumers  put  pressure  on  gov- 
ernment to  increase  the  NHI  grant  more  rapidly. 
If  government  would  hold  the  line  on  the  NHI 
grant,  it  seems  inevitable  that  wherever  delivery 
plans  did  manage  to  start,  consumers  would  enroll 


*Such  provider  influence  will  be  especially  effective  if  busi- 
ness and  labor  provide  no  counter-influence.  Should  NHI  give 
business  and  unions  no  controllable  cost-stake,  their  incentive 
to  provide  counter-influence  is  low  (see  Section  A. 3). 

**This  hidden  subsidy  by  insurance  plans  having  national 
accounts  located  in  several  areas  occurs  presently.  Such  sub- 
sidies could  be  prohibited  now  or  under  NHI.  Our  postulated 
assumptions  (Section  C above)  prohibited  such  cross-area 
subsidies  exactly  to  forestall  the  anti-competitive  effect  such 
subsidies  have. 


and  the  idea  would  eveniually  catch  on.  But  it  is 
quite  possible  that  government  may  cave  in  to 
popular  pressure  and  raise  the  NHI  grant  as  fast 
as  premiums  rise.***  Consumers  then  have  little 
incentive  to  enroll  in  delivery  plans.  I he  govern- 
ment is  left  to  contain  costs  on  its  own  through 
regulation. 

Like  the  best-case  initial  scenario,  this  worst-case 
initial  scenario  can  be  challenged.  Indeed,  it  seems 
no  more  probable  than  the  best-case  scenario. 
First,  it  presumes  that  organized  medicine  cannot 
finally  see  that  change  is  ineluctable  and  will 
prefer  regulation  to  a pluralistic  market  system. 
Second,  even  supposing  resolute  opposition  by 
organized  medicine,  it  seems  doubtful  that  anti- 
competitive provider  actions  can  be  entirely  en- 
forced, given  the  complete  change  in  the  market 
produced  by  the  example  mechanism,  coupled 
with  the  growing  physician  surplus.****  Third,  it 
seems  unlikely  that  NHI  will  remove  the  health 
care  financial  burden  from  business  entirely,  and 
both  business  and  labor  will  have  incentives  to 
stimulate  reputable  delivery  plans.  Finally,  cost 
pressure  on  government  may  keep  it  from  raising 
the  NHI  grant  quite  as  rapidly  as  premiums. 

Our  conclusion  is  that,  if  the  example  mechan- 
ism is  included  in  NHI,  delivery  plans  will  gradu- 
ally spread  and  grow.  This  will  occur  perhaps  less 
rapidly  than  predicted  by  the  best-case  initial 
scenario,  but  it  will  not  be  entirely  forestalled  as 
predicted  by  the  worst-case  scenario.  Widespread 
use  of  the  example  administrative  mechanism 
certainly  appears  the  indispensable  factor  to  any 
substantial  growth  of  delivery  plans.  But  this 
growth  can  be  accelerated  by  additional  actions, 
including  1)  targeted  efforts  to  develop  at  least  two 
delivery  plans*****  in  each  major  urban  area  by 
business,******  labor,  government  or  even  provid- 
ers; 2)  persuasive  efforts  with  providers  to  endorse 
a pluralistic  private  system;  3)  prohibiting  cross- 
area subsidation  of  premiums  by  insurance  or 
delivery  plans  with  national  accounts;  4)  exemp- 
tion of  delivery  plans  from  inappropriate  regula- 


***Note,  it  will  be  just  as  hard,  perhaps  harder,  for  government 
to  hold  the  line  on  expenditures  in  a regulatory  scenario  (see 
point  1 above). 

****Monopoly  action  by  organized  medicine  could  perhaps 
handle  the  example  mechanism  (changed  consumer  incentive) 
in  a tight  physician  supply,  or  a physician  surplus  (changed 
provider  incentive)  under  present  reimbursement,  but  not 
both.  Surplus  doctors  will  likely  break  ranks  to  get  at  the 
market. 

*****It  is  not  hard  for  a delivery  plan  to  compete  pricewise 
against  an  insurance  plan.  The  presence  of  at  least  two 
delivery  plans  competing  against  each  other  as  well  as  with 
insurance  plans  should  keep  these  plans  from  getting  compla- 
cent about  their  market  share. 

******The  financing  mechanism  proposed  in  Section  A. 3 above 
should  give  local  business  a strong  incentive  to  promote 
healthy  competition  in  the  health  care  system. 


tion;  and  5)  antitrust  efforts.  Such  actions  could  be 
I taken  prior  to  NHI.  The  more  rapidly  delivery 
i plans  reach  30%  penetration  or  so,  the  point  at 
which  their  competitive  impact  on  the  traditional 
I system  presumably  becomes  substantial,  the  more 
likely  that  government  can  hold  the  line  on  the 
I NHI  grant  amount. 

Will  delivery  plans  engage  in  real  competition? 

Assuming  that  delivery  plans  develop  and  achieve 
a secure  enrollment  base,  will  these  plans  continue 
I to  compete  thereafter?  An  undesirable  alternative 
|i  to  the  best-case  scenario  (Section  C above)  might 
I have  a number  of  delivery  plans  form  and  com- 
I pete  initially  in  an  urban  area.  During  the  initial 
|i  competitive  shakedown  some  of  these  plans  may 
fail  and  others  may  merge.  Finally,  a few  moder- 
ate-to-large  delivery  plans  with  stable  secure  en- 
rollments emerge  with,  say,  50%  of  the  market,  the 
remainder  of  the  population  being  in  insurance 
j plans.  With  presumably  no  strong  motive  to  ex- 
! pand,  these  delivery  plans  may  then  tacitly  divide 
i the  market  to  avoid  further  price  competition.  The 
delivery  plans  let  the  insurance  plans  be  the  price 
setters  and  price  their  own  plans  just  enough 
below  the  insurance  premiums  to  maintain  their 
market  share.  Thus  they  extract  maximum  in- 
come, and  premiums  rise  unrestrained  by  real 
competition. 

There  are  two  responses  to  this  scenario.  First, 
certain  steps  can  be  taken  to  strengthen  competi- 
tion which  may  prevent  this  scenario.  Second,  even 
if  it  does  occur  in  some  places  and  regulation 
becomes  necessary,  regulation  appears  much 
easier  and  more  likely  to  work  in  this  situation 
than  in  the  current  traditional  health  care  system. 

Two  actions  could  help  strengthen  competition. 
The  first  action  is  to  permit  and  encourage  a wide 
diversity  of  delivery  plan  sponsors  and  organiza- 
tional types.  This  assures  a wide  diversity  of  moti- 
vations, which  makes  collusion  more  difficult.  For 
example,  non-profit  plans  have  weak  incentives  to 
expand,  but  for-profit  plans  have  strong  expan- 
sionary incentives.  Their  different  motivations 
make  collusion  difficult,  and  competition  between 
the  two  types  should  keep  both  performing  better. 
Similarly  with  such  contrasting  features  as  con- 
sumer sponsorship  vs.  physician  sponsorship, 
group  practice  vs.  independent  practice,  salary 
reimbursed  plan  physicians  vs.  fee-for-service 
reimbursed  plan  physicians,  regional  plans  vs. 
local  plans.  For  example,  consumer-run  plans 
don’t  entirely  trust  physician-run  plans  and  vice 
versa,  nor  solo  practitioners  group  practitioners, 
etc.  Thus  collusion  and  tacit  market  division  by 
delivery  plans  with  a mix  of  these  features  is  less 
easy  and  competition  more  likely.  Experience  with 
competition  and  diversity  in  both  health  care  and 
other  industries  lends  support  to  this  argument.® 
For  example,  in  Hawaii  two  large  delivery  plans 


dominate  the  market.  One,  the  Hawaii  .Medical 
Service  Association,  is  an  alliance  arrangement 
sponsored  by  a coalition  of  providers,  business  and 
labor  representatives.  The  other  is  Kaiser,  a 
hospital-based  group  practice  HMO.  Competition 
between  the  two  is  apparently  quite  strong. 

A second  action  to  strengthen  competition  is  to 
make  market  entry  easy  for  new  delivery  plans. 
Existing  plans  cannot  become  complacent  if  there 
is  always  the  threat  of  a new  plan  entering  the 
market  whenever  premiums  rise  too  rapidly.  ( Fhe 
coming  physician  surplus  suggests  that  there  may 
always  be  a group  of  physicians  looking  for  ways  to 
get  into  the  market.)  Market  entry  can  be  eased  by 
permitting  small  plans  to  qualify  under  NHI  and 
by  making  reinsurance  readily  available.  A small 
plan  will  need  reinsurance  to  guard  against  ran- 
dom fluctuations  in  experience.  It  must  also  be 
able  to  purchase  referral  care  from  non-plan 
providers.  Both  reinsurance  and  outside  purchase 
do  not  upset  competitive  incentives  as  long  as  the 
plan  itself  bears  the  costs  of  reinsurance  and 
outside  referrals  within  its  premium. 

The  above  actions  may  be  sufficient  to  promote 
reasonable  competition  in  most  urban  areas.  In 
any  areas  where  they  do  not,  regulation  eventually 
may  be  necessary.  But  lid-type  regulation  in  a 
situation  of  multiple  delivery  and  insurance  plans 
should  be  fairly  simple  and  reasonably  effective. 
The  simplest  regulatory  action  would  be  to  cap  the 
allowable  premium  in  any  area  or  plan  where 
premium  increases  were  unacceptable.  Any  effi- 
cient plan  whose  premiums  were  below  the  allowed 
premium  would  be  unaffected,  a reward  for  its 
efficient  performance.  Any  plan  with  prospective 
increases  above  the  allowed  increase  would  have  to 
effect  economies  in  proportion  to  its  inefficiency. 
For  example,  the  plan  could  control  hospitaliza- 
tion better,  or  eliminate  surplus  participating 
physicians,  or  cut  provider  reimbursement.  An  in- 
efficient insurance  or  delivery  plan  with  insuffi- 
cient control  over  participating  providers  might 
have  no  choice  but  to  institute  large  deductibles 
and  co-payments.  If  the  co-payments  were  too  un- 
palatable, consumers  could  shift  to  a more  effi- 
cient plan,  again  a reward  for  efficiency. 

In  other  words,  in  a world  of  multiple  delivery 
and  insurance  plans,  lid-type  regulations  can  be 
applied  to  the  premium,  and  both  the  market  and 
the  regulatory  forces  work  together  to  reward  effi- 
cient plans  and  penalize  inefficient  plans. 
Moreover,  consumers  sharing  in  the  premium  cost 
have  incentives  to  support  the  regulation.  This  is 
to  be  contrasted  to  applying  lid-type  regulation  to 
expenditures  in  the  present  system.  The  controls 
must  be  applied  through  fee  schedules,  utilization 
controls,  capital  controls,  etc.  And  there  is  little 
assurance  that  efficiency  is  rewarded,  since  the 
service  population  of  traditional  providers  cannot 


be  specified.*  And  if  consumers  have  no  cost-stake 
in  the  premium  or  unit  prices,  they  will  regard 
health  care  as  “free”  and  may  resist  such  controls 
as  strongly  as  providers. 

One  final  point  can  be  raised.  A common  objec- 
tion to  competing  delivery  plans  is  that  they  will 
skim  off  the  healthy  persons  and  refuse  to  enroll 
high  risk  persons.  This  seems  easily  handled  under 
NHI:  open  enrollment  and  first-come  first-served 
requirements  can  be  placed  on  all  insurance  and 
delivery  plans.  (A  plan  that  receives  an  especially 
adverse  mix  of  high  risks  could  appeal  to  the  NHI 
program  for  a temporary  waiver.)  By  requiring 
these  provisions  universally  of  all  plans  (rather 
than  just  on  HMO  plans  as  occurred  in  the  HMO 
Act),  risk  can  be  fairly  spread  without  prejudice  to 
competition. 

Will  delivery  plans  skimp  on  quality?  It  has  been 
objected  that  competing  delivery  plans  will  com- 
pete by  denying  consumers  necessary  services  or 
providing  inferior  services.  We  believe  the  prob- 
lem of  quality  is  an  important  one,  but  a problem 
which  involves  all  providers,  not  just  delivery 
plans. 

The  above  objection  is  based  on  the,  we  believe, 
erroneous  assumption  that  so-called  “over-service” 
is  the  result  of  providers  trying  to  increase  income 
by  deliberately  providing  unnecessary  service  to 
the  public.  According  to  this  argument,  under 
prepayment  these  providers  will  then  increase  in- 
come by  under-serving. 

We  believe  the  numbers  of  providers  who  delib- 
erately over-serve  to  increase  income  is  quite  small, 
less  than  5%.  True,  these  providers  may  deliber- 
ately under-serve,  were  they  in  delivery  plans.  But 
since  deliberate  over-service  is  as  great  a threat  to 
health  as  deliberate  under-service,  such  providers 
are  a quality  problem  no  matter  whether  they  are 
in  fee-for-service  or  in  delivery  plans. 

By  far,  the  larger  explanation  of  over-service  in 
the  present  system  is  the  lack  of  incentive  for 
efficiency,  which  encourages  a “spare  no  expense” 
approach.  Providers  have  no  incentive  not  to 
over-supply  manpower  and  facilities,  which  are 
then  inefficiently  utilized,  nor  to  seek  out  the  low- 
est cost  diagnostic  and  treatment  alternatives  that 
are  effective. 

The  vast  majority  of  providers  are  conscien- 
tiously attempting  to  give  high  quality  care  because 
professional  satisfaction  and  reputation  inure  to 
high  quality  care.  Had  they  additional  incentives 


*Note;  a provider  with  low  unit  prices  is  not  necessarily  an 
efficient  producer  of  health.  Both  the  quantity  and  mix  of 
units  may  lead  to  excessive  expenditures.  The  proper  de- 
nominator of  efficiency  is  thus  not  the  unit  service  price,  but 
rather  per  capita  expenditures  for  the  defined  population 
served.  A premium  control  that  works  directly  on  providers 
serving  defined  populations  assures  that  unit  prices,  quantity 
and  mix  are  all  controlled. 


aimed  at  cost-effectiveness,  they  would  then  seek 
to  render  high  quality  care  cost-effectively. 

Delivery  plans  cannot  solve  the  problem  of  the 
fraudulent  5%  or  less.  If  only  the  fraudulent  5% 
initiate  delivery  plans,  these  delivery  plans  will  no 
doubt  skimp.  But  these  providers  will  cheat  con- 
sumers in  either  system.  They  should  be  weeded 
out  of  both. 

Delivery  plans  will  provide  cost-effective  incen- 
tives to  the  vast  majority  of  conscientious  provid- 
ers. We  are  totally  skeptical  that  a large  body  of 
such  providers  can  be  persuaded  to  collectively 
and  deliberately  under-serve  their  patients  in  a 
delivery  plan,  especially  if  their  record  is  open  to 
their  colleagues.  Such  providers  will  instead  con- 
tinue to  deliver  high  quality  care  but  with  a strong 
eye  toward  efficiency.  Most  providers  would  leave 
a delivery  plan  that  pressured  them  to  engage  in 
unethical  practice.  And  we  have  already  noted  a 
number  of  characteristics  of  competing  delivery 
plans  which  could  lead  to  enhanced  quality. 

Perhaps  the  greatest  issue  with  quality  is  that  it 
may  become  a political  and  regulatory  lever  used 
by  traditional  providers  against  delivery  plan  com- 
petition. Traditional  providers  will  attempt  to 
equate  their  own  style  of  practice  with  quality. 
This  issue  could  be  alleviated  by  the  development 
of  quality  assurance  systems  emphasizing  patient 
outcomes  to  the  extent  feasible.  Such  systems  help 
prevent  equating  quality  with  quantity,  but  rather 
would  equate  quality  to  whether  patients  were 
helped.  Such  an  outcomes-oriented  quality  assur- 
ance system  would  also  provide  a quality  incentive 
to  providers,  since  providers  who  achieved  the  best 
outcomes  could  be  identified  and  given  recogni- 
tion. Presently,  in  the  absence  of  feedback  on  out- 
comes, providers  tend  to  receive  recognition  for 
performing  arcane  procedures. 

In  sum,  we  expect  that  the  level  of  quality  in  a 
world  of  competing  delivery  plans  will  be  no  worse 
than,  and  potentially  better  than,  quality  in  the 
present  health  care  system.  Quality  could  be  fur- 
ther enhanced  by  outcomes-oriented  quality  assur- 
ance systems,  and  this  might  also  help  defuse 
quality  as  an  arguing  point  between  traditional 
and  delivery  plan  providers. 


Conclusions 

The  following  conclusions  emerge  from  this 
analysis: 

• The  objectives  of  NHI  are  to  provide  high  qual- 
ity health  care  and  insurance  protection  to  all 
Americans  at  an  acceptable  level  of  expendi- 
tures. This  can  be  accomplished  only  by  instal- 
ling either  effective  market  forces  or  effective 
regulatory  forces  in  the  health  care  delivery  sys- 
tem. Either  approach,  a restructured  effective 


market  or  effective  lid-orientecl  regulation,  will 
! be  equally  long  and  difficult  to  implement. 

L Moreover,  a market  approach  will  likely  require 
j,  at  least  some  supplemental  regulation  wherever 
1 effective  markets  fail  to  emerge;  and  a regula- 
tory approach  will  likely  fail  without  at  least 
some  supportive  market  forces.  The  best  course 
I may  be  to  pursue  some  compatible  combination 
of  both,  with  experience  determining  the  appro- 
priate mix  of  the  market  and  regulation  in  each 
I area,  but  this  requires  a new  policy  approach, 
j The  present  course  of  piecemeal  regulation  ap- 
I pears  both  ineffective  and  incompatible  with  an 
i effective  market. 

' • If  it  is  accepted  that  the  big  choices  are  inevitably 

|!  between  some  combination  of  a strong  market 
;j  and/or  strong  regulation,  then  consumers, 

] policy-makers  and  providers  in  many  areas  may 
Ij  prefer  emphasizing  a restructured  private 
I pluralistic  market-oriented  health  care  system 
j with  consumer  choice  among  competing  health 
I delivery  and  insurance  plans,  before  resorting  to 

strong  regulation.  Acceptability  to  providers  and 
I consumers  should  be  enhanced  if  delivery  plans 

I are  defined  flexibly  enough  to  include  most 

I existing  professional  arrangements  with  the 
minimal  modifications  necessary  to  make  market 
forces  effective,  and  if  change  occurs  in  an 
evolutionary  way  under  the  steady  pressure  of 
such  market  forces  as  well  as  incremental  pres- 
sure from  complementary  regulation  where 
needed. 

• Flexibility  in  benefits,  co-payments  and,  most 
desirably,  the  consumer  share  of  the  premium 
are  absolutely  indispensable  if  market  forces  are 
to  operate  at  all  in  a comprehensively  insured 
health  care  system.  Otherwise  consumers  have 
no  reward  for  choosing  efficient  insurance  and 
delivery  plans,  and  efficient  plans  have  no  way  to 
attract  consumers.  The  example  administrative 
mechanism  provides  this  flexibility  very  admira- 
bly. A universal  NHI  program  without  this  flexi- 
bility would  eventually  kill  existing  delivery 
plans;  with  no  market  forces,  such  an  NHI  pro- 
gram would  have  to  rely  solely  on  regulation  to 
contain  costs  and  maldistribution. 

• The  experience  of  the  Federal  Employees  Health 
Benefits  Program  (and  the  few  private  employ- 
ment benefit  programs  which  also  use  the 
mechanism)  shows  that  the  example  administra- 
tive mechanism  is  feasible  and  economic  in  prac- 
tice, even  in  a large  diverse  program. 

• Multiple  competing  delivery  plans  appear  feasi- 
ble in  most  urban  areas  and  possible  in  many 
non-urban  areas.  Competition  may  be  harder  to 
maintain  in  these  smaller  areas  but  is  much  less 
necessary  there.  The  real  need  for  competition  is 
in  the  large  urban  over-served  high-cost  areas. 
More  than  60%  of  the  population  is  resident  in 
metropolitan  areas  exceeding  250,000  persons  in 


size,  and  competition  is  eminently  feasible  in 
sucb  areas. 

• It  appears  that  the  example  administrative 
mechanism  on  its  own,  if  well  designed  and 
applied  universally  by  NHI,  may  provide  suffi- 
ciently strong  incentives  to  stimulate  delivery 
plans  eventually  in  most  urban  areas,  especially 
over-served  areas.  This  growth  could  (and  prob- 
ably should)  be  greatly  accelerated  by  additional 
stimulative  actions  by  the  public  and  private 
sectors,  thereby  shortening  the  time  before  de- 
livery plan  competition  begins  to  substantially 
impact  traditional  providers.  Otherwi.se,  should 
this  competitive  impact  take  too  long  to  occur, 
popular  unrest  with  escalating  premiums  may 
push  government  to  supplement  the  consumer 
share  of  the  premium,  eroding  market  forces 
and  frustrating  further  system  change. 

Stimulative  actions  to  encourage  delivery  plans 
could  be  initiated  now,  prior  to  NHI,  by  busi- 
ness, labor,  insurers,  providers  and  government. 
To  be  effective,  such  actions  must  include  wider 
use  of  the  example  mechanism  in  existing  pri- 
vate and  public  benefit  programs.  Other  impor- 
tant actions  include  promotional  efforts  endors- 
ing the  concept;  persuasive  and  entrepreneurial 
efforts  by  leaders  to  initiate  new  plans;  and  man- 
agement, technical  and  financial  assistance. 
These  initial  stimulative  efforts  would  best  be 
targeted  in  middle-class  over-served  areas,  so 
that  delivery  plans  become  identified  as  main- 
stream care;  the  poor  can  then  be  brought  in 
when  NHI  provides  a stable,  long-term  financing 
base,  thereby  eliminating  the  dual  system  for  the 
poor.  If  delivery  plans  are  targeted  first  in  un- 
derserved areas  where  financing  is  presently 
problematic,  they  will  become  branded  as  unsta- 
ble “poverty  medicine”  and  their  growth,  if  any, 
will  be  troubled,  both  perpetuating  the  dual  sys- 
tem for  the  poor  and  frustrating  system  change. 
In  the  interim,  present  special  program  efforts 
to  extend  health  care  to  under-served  areas 
should  continue. 

• Competing  delivery  plans  begin  to  impact  tradi- 
tional providers  when  their  combined  market 
share  exceeds  perhaps  30%  of  the  population. 
Taking  the  most  optimistic  view,  once  this  point 
is  reached  in  most  over-served  urban  areas,  the 
market  forces  inherent  in  such  a competitive 
health  care  system  may  be  virtually  sufficient  to 
contain  costs,  redistribute  services  equitably,  re- 
duce excess  hospital  capacity,  concentrate  highly 
specialized  manpower  and  equipment  in  a few 
cost-effective  regional  locations,  redistribute 
physicians  by  area  and  specialty,  increase  the 
emphasis  and  status  of  primary  care,  and  en- 
hance quality  throughout  the  health  care  system. 
These  extremely  favorable  results  are  contingent 
upon  good  design  and  universal  application  of 


the  example  administrative  mechanism  under 
NHI,  especially  1)  ease  of  entry  by  a wide  diver- 
sity of  delivery  plans,  2)  proscription  of  plans 
averaging  premiums  across  different  areas,  3) 
open  enrollment  and  community  rating  of  all 
insurance  and  delivery  plans,  and  4)  income- 
related  NHI  grants  so  that  low-income  consum- 
ers have  purchasing  power  equal  to  the  middle 
class.  Competition  would  further  he  aided  if 
NHI  were  financetl  by  a varying  tax  proportional 
to  local  health  care  expenditures,  so  that  local 
businesses  and  communities  would  have  incen- 
tive to  make  a competitive  health  care  system 
work. 

• Taking  a more  conservative  view,  even  if  market 
forces  should  not  be  entirely  sufficient  to  contain 
cost  and  maldistribution  in  all  areas,  market 
forces  can  be  supplemented  in  all  areas  where 
necessary  by  rather  simple  and  minimal  lid- 
oriented  regulation  of  plan  premiums.  If  such 
regulation  is  applied  selectively  to  just  those 
areas  and  plans  where  costs  are  unacceptable, 
the  regulation  itself  will  act  as  an  incentive  to 
make  the  market  work.  In  fact,  a competitive 
health  care  system  under  the  example  adminis- 
trative mechanism  may  be  one  of  the  faster  and 
easier  ways  to  implement  effective  regulation,  if 
and  where  it  is  needed. 

• The  greatest  weakness  in  the  above  arguments  is 
the  assumption  that  NHI  will  include  the  exam- 
ple administrative  mechanism  at  all.  Because  the 
mechanism  is  confined  presently  to  FEHBP  and 
a few  private  programs,  the  public  has  little  un- 
derstanding of  it  and  no  constituency  has  pro- 
posed it  in  Congress.  The  example  mechanism 
could  be  incorporated  in  most  NHI  proposals 
without  great  difficulty.  But  without  active  pro- 
motion of  competing  plans  and  use  of  the 
mechanism  prior  to  NHI,  it  may  be  omitted  from 
NHI. 
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Commenting  on  Walt  McClure’s  paper,  and  I 
guess  indirectly  discussing  Alain  Enthoven’s  pro- 
posal, is  one  of  the  toughest  assignments  I’ve  had 
in  a while.  It’s  sort  of  like  taking  on  “Divine 
Wisdom” — which  is  hard  to  attack  if  one  agrees 
with  the  religion.  Yet,  I do  have  a number  of 
concerns  which  trouble  me.  But  these  should  not 
be  viewed  as  my  being  negative  to  the  ultimate 
goals  of  the  plan. 

In  reading  through  the  McClure  paper,  which  in 
many  respects  was  different  than  his  oral  presen- 
tation, the  conclusions  were  the  same,  but  the 
route  by  which  he  got  there  was  quite  different.  I 
would  suggest,  Walt,  that  you  carefully  listen  to 
your  oral  presentation,  which  in  my  view  was  first 
class.  I,  for  one,  would  have  gladly  had  you  go  on 
for  another  fifteen  minutes. 

I did  have  the  feeling  as  I read  through  the 
paper,  and  a little  when  I was  listening,  of  what  it 
must  have  been  like  to  listen  to  the  great  orators  of 
the  1890’s  trying  to  explain  the  value  of  snake  oil 
and  elixirs — that  is,  as  they  told  people  how  all  of 
their  warts  and  bites  and  different  ailments  would 
be  cured  by  just  simply  buying  these  rather  simple 
remedies,  and  that  the  only  possible  problem  was 
the  government  preventing  the  production  of  the 
“special”  bottles  which  protected  the  elixir  during 
its  aging  process.  I felt  at  times  that  I was  being 
treated  to  an  elaborate,  but  well  done  hoax.  But 
then  I remembered  that  those  elixirs  were  basically 
90  percent  alcohol  and,  given  the  relative  medical 
value  of  good  bourbon  to  the  kinds  of  medicine 
one  gets  from  the  scientific  community.  I’m  not  so 
sure  we  would  not  have  been  better  off  listening  a 
little  more  closely  to  those  elixir  salesmen.  And  so, 
while  I feel  I’ve  been  manipulated  a little  and  that 
these  papers  slide  over  some  important  and  dif- 
ficult problems,  I,  for  one,  would  like  to  line  up  on 
their  side.  I believe  the  National  Health  Insurance 
Program  that  Alain  and  Walt  advocate  has  much 
merit.  It  just  may  have  the  right  balance  between 
governmental  involvement  and  private  sector  ini- 
tiative. I’ve  also  come  to  another  realization — that 
it  pays  to  be  on  the  opposite  side  of  what’s 
happening. 


It’s  true  that  if  you’re  on  the  side  of  what’s 
happening  you  can  get  rich;  but  if  you’re  on  the 
side  of  what  could  or  should  happen,  you  don’t 
have  to  defend  all  of  the  failures  of  the  current 
system  or  explain  why  many  if  not  most  of  the 
expectations  of  the  program  when  it  was  first 
adopted  have  not  come  to  pass.  I now  look  back 
with  fondness  to  1971  and  1972 — as  I went  before 
the  various  hospital  associations  and  medical  as- 
sociations banging  on  the  table  and  explaining  the 
evils  of  cost-based  reimbursement  and  an  open- 
ended  fee-for-service  system;  how  the  GNP  was 
exploding  with  health  dollars;  that  poor  people 
were  not  getting  needed  medical  care  because 
doctors  and  hospital  administrators  were  eating  up 
all  the  dollars.  I wasn’t  getting  rich,  but  I felt  really 
good. 

Now,  all  of  a sudden.  I’m  in  the  position  of 
having  to  defend  the  regulatory  and  planning 
structure  that  was  put  in  place  to  solve  the  prob- 
lems of  uncontrolled  health  cost  escalation.  I’m 
still  not  getting  rich  but  now  I don’t  feel  so  good. 
So,  I’ve  decided  the  time  has  come  to  switch. 

One  of  the  reasons  I’m  in  the  process  of  switch- 
ing is  that  I,  too,  have  become  convinced,  as  I 
guess  I always  knew,  that  a regulatory  strategy 
alone,  without  a strong  positive  incentive  system  to 
back  it  up,  just  isn’t  going  to  work.  I like  to  feel 
that  I really  haven’t  switched  all  that  much.  I even 
go  back  and  occasionally  read  some  of  my  old 
speeches  in  which  I asserted  that  setting  up  a plan- 
ning system  or  a certificate-of-need  process  without 
also  putting  in  place  the  necessary  positive  incen- 
tives for  the  medical  community  to  participate 
in  such  programs  would  lead  to  these  programs’ 
failing. 

What  is  bothering  me  is  that  we  are  now  in  1977 
and  we’re  still  dealing  in  assertions;  we’re  not 
really  dealing  in  fact.  I think  the  incentive  system 
that  they  suggest  would  work  in  the  direction  they 
say.  You  have  to  believe  that  the  market  will  gen- 
erate wider  consumer  choice.  I,  too,  believe  that  a 
regulatory  structure  would  create  many  of  the 
bureaucratic  inefficiencies  Alain  and  Walt  suggest. 


whether  all  the  beauty  and  truth  that  they  believe 
will  come  from  the  market  is  another  question.  But 
I think  it’s  worth  a try.  But,  we  shouldn’t  still  be 
relying,  seven  years  after  this  discussion  began,  on 
so  many  assertions.  Understand,  I’m  not  criticizing 
the  authors,  just  our  continued  state  of  ignorance. 
The  fact  that  Walt  can  say  30  percent  is  a magic 
number — why  30  percent?  He  does  talk  about  the 
percentage  as  part  of  a continuum,  but  there’s  a 
big  difference  between  10  percent  and  50  percent 
of  the  market.  As  many  of  the  little  HMO’s  know, 
as  they  try  to  get  to  a break-even  point,  getting  up 
to  30  percent  of  the  market  is  no  easy  matter. 
Many  have  had  trouble  moving  over  the  10  per- 
cent level.  Is  10  percent  enough  for  the  entire 
market  to  respond  favorably  to  the  HMO  incen- 
tives? Do  we  need  at  least  20  percent  or,  as  Walt 
said,  is  30  percent  the  magic  number? 

What  I’m  driving  at  is  that  we’re  not  investing 
enough  of  our  research  dollars  to  provide  answers 
to  such  questions.  Maybe  we’ve  done  too  good  a 
job  in  teaching  you  non-economists  about  the  fun- 
damentals of  economics.  Everyone  now  seems  to 
understand  terms  like  incentives,  constraints  and 
market  forces.  But  we  now  have  to  go  to  more  ad- 
vanced courses  and  talk  about  elasticity  meas- 
urements. There’s  a big  difference  between  an  in- 
centive which  pushes  you  20  percent  towards  your 
goal  and  one  that  pushes  you  100  percent  to  the 
goal. 

When  I was  a young  and  a real  economist,  I did 
a little  study  for  the  Defense  Department  about  an 
All-Volunteer  Armed  Force.  In  a preliminary 
stage  of  this  analysis  I came  up  with  a brilliant 
statement  which  indicated  that  there  was  no  ques- 
tion that  we  could  have  an  all  volunteer  Army  by 
paying  recruits  enough  to  enlist.  Secretary 
McNamara,  who  was  not  one  to  accept  a broad 
generality,  said,  “How  much  more?”  You  answered 
when  McNamara  asked  questions  like  this  and,  if 
you  wanted  to  keep  your  job,  you  didn’t  hedge. 

So  with  all  the  strength  and  boldness  of  my  5'6" 
frame,  give  or  take  a few  inches,  I said  “.  . .Be- 
tween $4  and  $17  billion  more,  sir.”  The  high 
estimate  was  based  on  a low  supply  elasticity — i.e., 
responsiveness  of  volunteers  to  pay  increases  of 
0.5.  The  low  estimate  used  an  elasticity  of  1.5  or 
three  times  larger. 

The  next  day  there  was  an  editorial  in  The  New 
York  Times  and  it  noted  that  “an  ‘eminent’  man- 
power economist  predicted  that  the  cost  of  an  All 
Volunteer  Army  would  be  between  ‘4’  and  ‘17’  bil- 
lion dollars.”  The  Times  was  not  impressed  with 
my  degree  of  precision. 

I learned  then  that  elasticities  do  matter.  And,  in 
fact,  when  we  start  talking  about  pushing  us  to- 
ward a better  functioning  market,  particularly 
given  the  history  of  the  health  sector,  I think  we 
need  to  know  a lot  more  about  how  effective  new 
types  of  delivery  systems  would  be  in  transforming 


the  entire  delivery  system,  not  just  the  individual 
group  practicing  under  the  new  system.  We’re 
going  to  have  to  begin  to  know  how  much  compe- 
tition is  enough.  We  are  not  talking  about  a situa- 
tion of  where  you  have  a market  or  you  don’t  have 
a market;  that’s  not  the  way  the  health  system 
works.  It’s  a question  of  how  much  of  a market 
and  how  strong  must  it  be. 

Here  I come  to  what  I think  is  going  to  be  the 
most  likely  scenario.  And  it’s  not  going  to  look  like 
either  the  scenarios  that  Walt  laid  out.  I think  it’s 
going  to  look  a little  bit  like  what  we  have  out  there 
right  now.  We’re  not  going  to  see  providers  of  i 

health  care  rapidly  changing  their  style  of  practice. 

Right  now  only  about  2.5  percent  of  the  active 
physicians  in  this  country  practice  in  HMO  type  | 

operations.  While  this  figure  is  growing,  it’s  | 

growing  very  slowly.  , 

I think  for  a long  time  to  come  most  physicians  ; 

and  health  providers  are  going  to  continue  to  i 

practice  as  they  do  now.  I also  think  the  majority 
of  the  population  is  going  to  continue  to  want  to  i 

go  to  their  own  physician  and  they’re  going  to  re-  I 

ject  the  idea  of  signing  up  for  a prepaid  plan.  But,  t 

again,  the  direction  is  toward  the  HMO  style  of 
practice  and  if  we  can  reinforce  such  a trend  with  i 

economic  incentives  or  at  least  eliminate  the  nega-  [ 

tive  economic  incentives  for  joining  such  plans,  s 

this  trend  will  surely  increase.  j 

The  question  I ask  is  how  much  of  a differential  n 

do  we  need  for  it  to  make  a real  difference?  Is  it  20  r 

percent?  Is  it  30  percent?  Is  it  40  percent?  At  what  i 

amount  do  the  consumers  really  start  signing  up 
for  such  a form  of  health  care  delivery?  At  what 
point  will  the  existing  hospital  system  and  fee-for-  I 

service  physician  system  really  be  forced  to  make  | 

substantial  changes  in  the  way  they  do  business.  Of  I 

course  it’s  a continuum.  But  at  what  point  can  we  1 

back  off  from  the  idea  that  regulation  is  a neces-  I 

sary  component  of  the  health  system  and  rely  on  j 

the  market  to  keep  the  number  of  hospital  beds  in  “ 

line  or  eliminate  the  proliferation  of  expensive  s 

pieces  of  machinery?  If  we  do  stop  the  growth  of  | 

regulation,  how  many  years  do  we  hold  back?  I,  | 

for  one,  would  like  to  hold  back.  I think  it  would  ; 

be  wonderful  if  we  could  declare  a moratorium  on 
new  regulatory  or  comprehensive  health  planning 
activities.  Perhaps  we  should  give  all  health  plan-  j 

ners  a five-year  prepaid  holiday.  (I  might  even  do  j 

the  same  for  Deans.)  But,  if  we  continue  to  live  for  i 

a long  time  with  the  most  likely  scenario — with  ; 

most  consumers  preferring  their  own  doctors  and  1 

most  physicians  continuing  to  work  independently  ' 

or  in  small  groups — can  we  afford  to  eliminate  all  \ 

health  cost  regulation? 

Furthermore,  the  NHI  grant  will  not  be  30  per- 
cent of  the  cost  of  the  total  premium  for  a com- 
prehensive policy,  but  closer  to  80  percent.  When  . 
you  add  to  the  government  grant  what  employers  i 
are  going  to  be  forced  or  willing  to  contribute,  is  a 


20  percent  differential  enough  to  move  consumers 
from  their  existing  physician  to  a new  type  of  de- 
livery system?  We’re  going  to  have  to  know  that. 
We  can’t  keep  saying  this  action  or  that  action 
moves  in  the  right  direction.  Sure,  it  may  be  a 
good  idea,  but  how  good?  I could  make  the  state- 
ment that  we’re  going  to  have  a maximum  of  12V2 
percent  of  the  population  in  HMO’s  in  the  next 
five  years.  It  might  go  as  high  as  12.7  percent.  But 
it  won’t  make  13. 

I doubt  if  any  of  you  could  disprove  my  conten- 
tion. Further,  I dare  you  to  say  that  that’s  enough 
of  a market  force  to  negate  the  need  for  any  more 
regulatory  activities.  If  we  adopt  the  Enthoven/ 
McClure  plan,  the  issue  we’re  going  to  face  in 
three  to  five  years  or  even  sooner  is — can  we  hold 
back  the  planners  and  regulators?  How  long 
should  we  continue  to  have  health  care  costs  rising 
at  twice  the  rate  of  the  consumer  price  index?  Do 
we  have  any  choice? 

If  we  have  no  choice,  can  we  put  together  a 
regulatory  strategy  which  will  continue  to  allow 
HMO’s  to  grow  and  yet  put  some  constraints  on 
the  growth  of  health  care  costs. 

Alain  told  me  some  of  the  problems  he’s  seeing 
in  Southern  California  with  certificate-of-need 
preventing  the  growth  of  some  new  HMO  plans.  I 
see  the  same  thing  in  New  England,  and  I,  too,  am 
getting  concerned  that,  in  fact,  certificate-of-need 
may  be  limiting  the  growth  of  HMO’s.  But  we 
really  don’t  know.  Nor  have  we  looked  into  what 
kinds  of  trade-offs  we  should  make  between  regu- 


lation which  could  have  some  positive  effects  on 
limiting  the  growth  of  overall  health  cost,  but  does 
have  the  negative  aspects  of  slowing  down  the 
growth  of  new  and  innovative  delivery  systems  al- 
ternatives. Should  such  regulation  be  continued  or 
stopped  in  the  name  of  encouraging  new  efficient 
forms  of  delivery  systems?  Can  we  get  away  with 
not  knowing  answers  to  such  questions?  These  are 
the  kinds  of  questions  that  are  not  going  to  be  so 
easy  to  slide  around,  and  they  really  have  to  be  re- 
searched. And  while  I’m  all  for  conferences,  and  I 
enjoy  coming  to  them,  along  with  most  of  you,  I 
think  we’re  going  to  have  to  put  some  more  of  our 
research  dollars  back  into  what  some  people  call 
basic  research.  What’s  really  shocking  to  me  is  that 
there’s  no  new  generation  of  health  economists 
and  the  like  being  trained  to  take  on  this  challenge 
if  it  comes  along.  Some  of  you  may  get  up  and 
cheer  about  that,  but  I think  you’re  wrong.  I don’t 
think  it’s  good  for  either  the  research  community 
or  public  policy.  The  kinds  of  issues  I’ve  alluded  to 
must  be  addressed  and  addressed  by  analysts 
trained  to  provide  the  necessary  information. 

So,  when  we  return  to  the  elixir  salesmen  of  the 
present,  I really  have  to  give  them  my  support. 
They  are  moving  in  the  right  direction,  although  I 
think  there  are  some  important  issues  still  to  be 
addressed.  Others  are  going  to  be  talking  later  on 
in  the  program  about  what  we’re  doing  in  rural 
areas,  and  I promised  them  I wouldn’t  go  into 
their  time  or  go  into  their  areas,  and  so  I’ll  stop 
here. 


Comment 


Ruth  Hanft 


I had  somewhat  different  thoughts.  I believe  in 
fairy  tales — the  princess  woke  up  to  find  she  was 
really  married  to  the  frog.  And  I’d  like  to  give  you 
a little  bit  of  historical  context.  No  Western  nation 
has  really  developed  competing  health  care  deliv- 
ery systems.  Except  for  Israel,  widespread  use  of 
prepaid  and  capitated  group  practice  is  virtually 
unknown.  There  are  prepaid  groups  in  Sas- 
katchewan but  somehow  or  other  this  idea  never 
took  off  in  Western  Europe  and  in  the  industrial 
countries.  I’m  not  comparing  this  with  the  more 
socialized  systems  where  the  government  owns, 
controls,  and  operates  the  delivery  of  care.  But  if 
you  go  through  Western  Europe  you  find  basically 
private  practice  physicians  paid  on  a fee-for- 
service  basis.  Why  that  is  the  case  I’m  not  quite 
sure,  but  it  exists. 

In  the  United  States  we’ve  been  talking  about 
HMOs,  prepaid  groups,  various  delivery  system 
reforms  as  I recall  from  my  reading,  since  1932. 
Even  with  the  big  push  of  the  unions  and  the 
Federal  Employees  Health  Benefits  plans  this  con- 
cept has  really  grown  very  slowly. 

A lot  of  the  basis  of  Walt’s  paper  is  the  Federal 
Employees  Health  Benefits  experience,  and  I 
think  they’ve  gone  far  beyond  what  that  experi- 
ence really  shows.  Even  under  the  Federal  Em- 
ployees plans,  the  inflationary  trend  has  been  just 
the  same  as  in  the  general  insurance  arena.  En- 
rollments in  HMOs  have  grown  very  slowly,  and  if 
you  really  want  the  best  buy,  one  of  the  best  buys  is 
the  Postal  Union’s  indemnity  plan.  One  of  the 
reasons  it’s  one  of  the  best  buys  is  that  most  of  the 
enrollees  are  located  in  the  Midwest  where  medical 
care  and  hospital  care  prices  are  much  lower. 

I think  we  fail  to  understand  that  the  consumer 
doesn’t  just  respond  to  economics.  Convenience, 
travel  time,  how  quickly  you  can  get  an  appoint- 
ment, how  you  get  your  service,  your  relationship 
with  your  physician — these  are  very  important 
factors.  I think  consumers  are  concerned  more 
with  the  high  cost  of  potential  catastrophe — sur- 
gery and  a big  hospital  bill — than  they  are  with 
paying  routine  costs.  And  that’s  what  they  tend  to 
protect  themselves  against.  There’s  also  no  ques- 


tion that  there’s  provider  resistance,  and  I think 
that  until  physicians  feel  an  economic  pinch  they 
will  continue  to  practice  in  traditional  ways.  Even 
with  the  current  escalation  of  cost,  increasing  the 
supply  of  physicians  is  going  to  take  a number  of 
years.  It’s  going  to  take  a lot  of  incentives  to  attract 
providers  into  these  groups,  and  the  salaries  that 
will  have  to  be  paid  will  narrow  the  differential 
between  fee-for-service  and  prepaid  groups. 

I think  there  are  flaws  in  the  best  case  presenta- 
tion. Thirty  percent  penetration  is  optimistic.  If  it 
reaches  12.7  percent  it’s  going  to  be  a lot.  Even 
thirty  percent  will  have  very  little  effect.  I think 
the  most  common  effect  will  be  to  set  prices  just 
below  what  they  are  in  the  fee-for-service  system. 
I’m  also  concerned  about  monopoly  potential  in 
the  smaller  areas.  Consider  my  city  of  Alexandria, 
which  has  about  100,000  people.  If  it  were  isolated 
from  the  city  of  Washington,  and  a group  moved 
in — the  Medical  Society  or  another  group — it 
could  capture  all  the  population.  There  would  not 
be  one  bit  of  cost  saving;  there  would  be  a 
monopoly  situation. 

There’s  also  the  potential  for  under-utilization, 
which  nobody  has  dealt  with,  and  I think  that’s  a 
concern.  While  the  Kaisers  and  Group  Health  of 
Puget  Sound  have  responsible  records,  certainly 
the  HMO  movement  in  California,  and  some  of 
the  newer  HMOs,  don’t  show  the  same  kind  of 
track  record. 

With  multiple  benefit  packages  available  to  the 
consumer,  there  will  be  great  difficulties  in  com- 
paring total  costs  of  coverage.  The  Federal  em- 
ployees have  a very  difficult  problem,  and,  if  Lew 
Butler  will  remember,  we  once  had  a discussion 
when  he  became  Assistant  Secretary  for  Planning, 
as  to  which  of  the  14  or  so  plans  was  the  best  one 
to  take.  It  is  extremely  difficult,  even  for  the  most 
knowledgeable  consumer,  to  thread  his  or  her  way 
through  a variety  of  plans  to  know  what  the 
actuarial  differences  are,  what’s  included,  and 
what’s  excluded.  So  I’m  not  that  sanguine  that 
even  with  the  best  information  (the  Civil  Service 
Commission  does  try  to  give  the  consumer  infor- 


mation),  that  the  consumer  will  really  understand 
these  very  complex  plans. 

There  are  numerous  political  problems.  Area 
pricing  will  basically  upset  every  major  industry- 
wide contract,  every  major  union  health  and  wel- 
fare plan  in  the  country,  and  all  multi-state 
employer  contracts.  There  are  numerous  admin- 
istrative costs  associated  with  that  kind  of  breakup. 

The  population,  mainly  the  middle  class,  would 
not  accept  a rollback  of  the  contribution  to  their 
health  benefits,  which  is  currently  about  65  per- 
cent, to  a level  of  30  percent  for  the  average 
family.  It  will  not  sell  politically. 

There  are  a number  of  other  problems.  I just 
don’t  see  how  the  teaching  hospitals  and  medical 
education  fit  into  the  picture  at  all.  We  have  high 
wage  areas  in  this  country,  and  we  have  low  wage 
areas.  I think  if  you  go  this  route  there  will  be 
pressures  in  the  low  wage  areas  to  keep  the  wages 
down,  and  I’m  not  sure  that’s  a particularly  desir- 
able result. 

Long  term  care  is  not  addressed  in  this  kind  of 
approach,  although  it’s  obviously  not  addressed  in 
most  of  the  other  approaches. 

I don’t  think  the  poor  will  have  access  to  this 
kind  of  care  in  most  areas.  This  kind  of  plan  can 
exacerbate  skimming  and  throw  the  burden  of  the 
low  income  and  the  high  risk  group  back  on  the 
government. 

The  selection  of  the  lowest  cost  non-HMO  op- 
tion, for  example,  can  result  in  noncoverage  of 
catastrophic  costs.  Who,  then,  picks  up  the  bill? 

There  are  real  administrative  problems  and  ad- 
ministrative costs  related  to  monitoring  to  assure 
that  everyone  enrolls  in  some  plan  under  a vou- 


cher system.  We  may  lose  a lot  of  people  in  this 
process,  particularly  the  people  who  live  on  the 
margins  of  society  and  who  don’t  file  internal  rev- 
enue statements  each  year  for  a variety  of  reasons. 
There  are  administrative  costs  of  multiple  plans. 
Individual  plans  as  we  know  from  insurance  ex- 
perience are  much  more  costly  to  administer  than 
group  plans. 

And  I’d  say  again  that  the  Federal  F.rnployees 
Health  Benefit  Plan  has  experienced  the  saitie 
kinds  of  inflation  that  all  other  plans  in  the 
country  have  experienced. 

Finally,  I’d  like  just  to  provoke  some  thought  by 
suggesting  an  alternative  scenario.  I’d  like  to  see 
competition  out  there  in  delivery  systems,  but  1 
don’t  think  the  voucher  approach  is  the  way  to  get 
there.  So  I would  suggest  the  following:  that  what- 
ever National  Health  Insurance  system  we  have, 
and  I’m  assuming  it  won’t  be  the  voucher  system, 
there  be  a floor  of  benefits,  a must  level  of  bene- 
fits, purchased  by  all;  that  if  competitive  systems 
don’t  come  into  place  through  the  market 
mechanism,  the  government  enter  the  market  and 
set  up  alternative  delivery  systems  to  stimulate  pri- 
vate enterprise  to  enter  as  well.  I think  the  sword 
of  potential  entry  by  the  government  could  well  do 
more  than  all  the  market  incentives  I’ve  seen  in 
any  of  the  papers  to  date. 

It’s  essential,  as  part  of  this,  that  there  be  regu- 
lation, and  some  kind  of  public  utility  regulation, 
particularly  on  the  capital  investment  side. 

So  what  I’m  suggesting  is  that  we  have  a regu- 
lated market  with  the  government  able  to  enter  as 
a competitor  if  the  private  sector  refuses  to  enter. 


Open  discussion 


DR.  ROY:  We’ll  have  an  opportunity  to  question 
all  the  speakers  this  afternoon,  but  right  now  if 
anybody  would  like  to  comment  on  either  the  pa- 
pers or  the  responses,  we  have  about  ten  minutes 
in  which  to  do  so. 

LANG  BURWELL:  Ruth,  you  start  with  the 
presumption  of  certain  competitive  models  of  or- 
ganized health  care  systems — and  I’m  really 
shocked  sometimes  that  among  a group  of  such 
knowledgeable  people  all  the  competitive  models 
and  their  track  records  are  not  better  known. 

There  is  enough  evidence  available  as  to  what 
the  competitive  models  have  done  on  the  track  to 
make  some  judgment  of  their  effectiveness  in 
quality  and  cost  control.  One  of  the  models  is  the 
one  to  which  Alain  has  referred,  the  IPA.  The 
IPA — the  Individual  Practice  Association — has  the 
advantage  of  starting  out  with  minimum  capital 
investment  utilizing  facilities  already  in  place,  and 
it  has  a psychological  factor  of  motivating  the 
providers  to  “get  with  it”  and  do  something.  Being 
a provider  in  the  health  care  sector  I can  say  that 
you’re  much  more  highly  motivated  if  you’re 
doing  it  for  yourself  than  if  somebody  in  Wash- 
ington is  telling  you  to  do  it. 

These  IPAs  will  be  glad  to  give  you  more 
evidence  as  to  how  they  can  motivate  a tremendous 
number  of  providers  in  the  market  to  do  the 
things  to  provide  alternative  competitive  systems, 
if  given  the  chance.  I agree  with  you  that  one 
might  well  ask  the  question,  “Well,  why  haven’t  the 
doctors  done  it?”  The  answer  is  they’ve  had  not 
motivation  to  do  it,  and  Alain  very  clearly  pointed 
out  why.  If  you  can  go  out  and  sell  your  services 
and  present  a blank  check  to  the  government,  why 
should  you  be  competitive?  It’s  the  government,  as 
I’ve  been  telling  you,  Ruth,  that’s  screwed  up  the 
system.  All  you’ve  got  to  do  is  to  stop  giving  the 
doctors  that  blank  check  and  they’ll  become  com- 
petitive. Look  at  the  IPA  model,  see  what’s  it’s 
done  when  it’s  had  to  compete;  there’s  plenty  of 
good  evidence. 


RUTH  HANFT:  First  of  all,  the  IPA  experience 
is  not  really  as  good  as  the  prepaid  groups. 

The  thing  that  I find  puzzling  about  all  of  this  is 
that  there  is  very  little  third  party  coverage  until 
the  1940’s,  and  we’ve  been  talking  in  the  last  ten 
years  about  how  this  third  party  coverage  has  dis- 
torted the  system  and  made  it  inefficient.  I don’t 
know  of  any  evidence  that  it  was  any  more  effi- 
cient before  the  third  party  system  came  in.  As  I 
recall,  if  you  go  back  to  the  trend  data,  inflationary 
trends  in  health  were  always  running  ahead  of  the 
economy.  In  the  depression,  people  would  end  up 
in  the  public  hospitals  if  they  didn’t  have  the 
funds.  There  was  very  little  effect  on  the  way 
services  were  delivered;  competitive  models  really 
had  not  begun  to  form.  I’m  just  not  sure  how  we 
can  get  this  stimulated.  I’d  love  to  see  the  com- 
petitive models.  But  nothing  we’ve  done  today  has 
convinced  me  that  these  are  going  to  take  off. 
That’s  why  I virtually  conclude  that  we’ve  got  to  go 
the  capital  control  and  the  expenditures  control 
model. 

DAN  PETTENGILL:  I basically  think  that  the 
two  papers  we’re  discussing  have  raised  a very 
important  point:  the  tax  structure,  with  respect  to 
health  care  premiums,  has  got  to  be  modified  if 
we’re  going  to  wake  the  American  public  up.  It’s  a 
sleeping  giant  as  far  as  I’m  concerned,  and  it  will 
continue  to  sleep  unless  we  do  shake  it  up. 

Ruth  Hanft  mentioned  the  fact  that  we  do  have 
a tremendous  amount  of  health  care  paid  for 
under  multi-state  plans  by  employers  who  cross 
state  boundaries,  and  I agree  with  her  wholeheart- 
edly, quite  apart  from  the  fact  that  I have  a selfish 
interest  therein. 

My  concern  is  with  phasing  in  this  idea.  I’m  not 
sure  the  phase-in  shouldn’t  stay  in  indefinitely. 
What  you  would  do  is  to  take  this  minimum  stand- 
ard of  benefits,  which  I think  is  essential,  and  pro- 
vide that  the  employer’s  share  of  the  premium  for 
that  minimum  standard  can  remain  nontaxable  in- 
come to  the  employee.  This  reduces  greatly  the 
disruption  which  Mrs.  Hanft  was  referring  to.  The 


j employer’s  share  of  cost  of  benefits  above  the 
minimum  standard  would  become  taxable  income 
' to  the  employee. 

I Finally,  I think  we  desperately  need  more  in- 
i centives  to  get  the  alternative  delivery  systems 
I going.  I could  speak  from  personal  experience, 
but  I won’t  take  time.  Quite  frankly,  there  haven’t 
been  incentives  in  the  past.  Many  of  us  who  have 
tried  to  establish  alternative  delivery  systems  have 
found  it  very  difficult  because  of  the  fact  that  we 
needed  to  break  even,  and  even  hoped  we’d  make 
a little  money.  The  suggestion  I would  like  to  put 
forward — and  this  is  my  own  personal  opinion,  not 
that  of  my  company  or  the  insurance  industry — is 
to  have  government  say  to  the  employers,  “Your 
employees  will  lose  the  nontaxable  status  of  your 
contribution  toward  the  cost  of  the  minimum 
standard  benefit  if  you  don’t,  in  the  communities 
where  your  employees  are  located,  get  alternative 
delivery  systems  going,  say,  one  in  four  years,  and 
two  in  seven  or  eight  years.”  In  brief,  if  an 
adequate  number  of  alternative  delivery  systems 
were  developed  over  a reasonable  period  of  time, 
the  employer  contributions  would  become  taxable 
income. 

So,  what  we  need  is  some  kind  of  a stimulus,  and 
I just  throw  this  suggestion  out  for  discussion. 

BOYD  THOMPSON:  Lang,  I think  Ruth  is 
correct.  If  you  take  some  of  the  statistics,  IPAs  are 
not  as  effective  as  some  of  the  closed  systems. 

But  that’s  begging  the  issue,  I think,  Ruth. 
Compared  to  what?  We’re  trying  to  work  on  a 
phase-in  also.  We’re  trying  to  stimulate  an  organi- 
zation that  is  at  least  a halfway  measure  to  get 
there.  And  you’re  talking  about  beds  per  thou- 
sand— in  the  same  market  area  you’ll  run  into  450 
or  500  beds  per  thousand  for  the  closed  system; 
for  the  IPA,  550  or  600;  and  then  for  the  unor- 
ganized system,  800,  900,  or  1,000.  So  I think  we 
ought  to  acknowledge  that  in  this  one  statistical 
area  it’s  not  as  good,  but  we’re  sure  getting  there. 

And  the  other  thing  that  I think  we  ought  to  at 
least  mention  is  to  second  Alain’s  paper  on  the  fact 
that  government  hasn’t  helped  much.  I remember 
talking  to  Dr.  Ellwood  and  Dr.  Roy  and  Brian 
Biles,  and  we  got  all  excited  about  the  big  stimulus 
the  Federal  government  was  going  to  give  us  in  the 
HMO  movement,  but  in  some  instances  it’s  done 
more  to  hold  the  program  back  than  to  move  it 
forward. 

BERT  SEIDMAN:  I want  to  begin  by  agreeing 
with  what  Dan  Pettengill  said,  and  that  is  that  we 
want  to  move  toward  something  which  will  have  an 
impact  in  improving  the  delivery  of  care.  And  that 
brings  me  to  the  basic  ideas  which  have  been 
expressed  here  this  morning,  and  I want  to  talk 
about  the  Emperor’s  New  Clothes.  That  is,  this  is 
all  based  on  the  assumption  that  you  can  develop 


some  kind  of  a perfect  market  in  which  the 
producers  and  the  consumers  are  going  to  cooper- 
ate in  terms  of  bringing  about  reduced  costs, 
improved  quality,  increased  efficiency,  and  so  on. 
We’ve  had  two  hundred  years  to  achieve  an  effec- 
tive operation  of  Adam  Smith  economics,  and  I 
don’t  see  that  we  have,  in  the  health  care  field,  or 
in  any  other  field.  I don’t  see  any  reason  to  think 
that  if  you  just  have  a choice — you  don’t  have  any 
basic  set  of  benefits  as  you  would  in  Health 
Security,  or  for  that  matter  in  the  mandated 
systems — that  those  who  are  selling  the  plans  will 
not  compete  on  the  basis  of  whether  or  not  they 
have  the  medical  equivalent  of  gas  guzzlers.  That’s 
what  the  automobile  companies  are  doing,  and 
there’s  no  reason  to  think  that  if  consumers  have  a 
chance  to  buy  the  gas  guzzlers  that  they  won’t. 
And  the  idea  that  somehow  or  other,  because  you 
have  this  presumed  system  of  competing  plans, 
they’re  going  to  compete  on  the  basis  of  what’s 
best,  is  fanciful. 

LEWIS  BUTLER:  I wanted  to  ask  a question 
having  to  do  with  Stuart’s  and  Ruth’s  points  about 
elasticities  and  how  much  of  a difference  do  you 
have  to  have  before  people  behave  differently. 

I should  say  at  the  start  that  I am  very  much  in 
favor  of  the  proposals  discussed  by  Alan  and  Wal- 
ter this  morning. 

We  have  run  across  a situation  with  the  employ- 
ees of  the  University  of  California  and  it  probably 
tells  us  something.  When  the  difference  between 
enrolling  in  Kaiser  and  enrolling  in  Blue  Cross  was 
only  about  nine  or  ten  dollars  per  month  with  a 
sixty  dollar  employer  subsidy  from  the  University, 
people  didn’t  do  very  much  switching  to  one  or  the 
other;  that  is,  they  apparently  made  their  choices 
based  on  the  kinds  of  things  Ruth  talked  about — 
convenience,  location,  whether  they  wanted  their 
own  doctor,  and  so  on. 

In  the  last  two  years  the  difference  has  become 
pronounced.  The  subsidy  by  the  University  went 
to  $66.00  per  month,  the  Kaiser  fee  went  to  $82.00 
per  month,  and  the  comprehensive  Blue  Cross 
went  up  to  about  $125.00  per  month.  At  that 
difference,  you  saw  the  beginning  of  a shift  of 
people  from  the  Blues  to  Kaiser. 

So  I think  we  want  to  be  careful,  Ruth,  when  we 
look  at  the  Federal  Employees  Health  Benefits 
experience;  maybe  you  didn’t  see  very  much  hap- 
pening when  you  were  trying  to  advise  me  how  to 
choose  because  there  was  really  no  economic 
choice,  as  far  as  I was  concerned.  Now,  at  least,  a 
University  of  California  employee  has  to  ante  up 
$60.00  out  of  her  or  his  own  pocket,  and  that 
seems  to  be  making  a difference.  But  I would  be 
very  interested  in  their  comments  on  what  they 
think  would  make  a difference. 

STUART  ALTMAN:  Lew,  what’s  bothering  me 
about  your  comment  is  the  term  “beginning”  of  a 


major  shift.  How  much  of  a beginning? 

It  really  is  troublesome  that  we’re  still  not  look- 
ing at  that.  No  question,  the  direction’s  right.  In 
Boston,  the  same  thing.  The  Massachusetts  State 
employees  are  faced  with  the  same  kind  of  choice 
as  in  California  and  we’re  beginning  to  see  police- 
men and  blue  collar  workers  enter  the  Harvard 
plan.  First,  the  plan  got  the  Volkswagen  set  of  the 
’50s;  that  was  no  problem.  It  was  getting  the  main 
group  that  was  the  problem.  I talked  to  the  Har- 
vard plan  people,  however,  and  they’re  not  as  op- 
timistic as  I would  have  thought.  They’re  still  con- 
cerned that  the  pace  of  growth  is  incremental  and 
small.  As  they  try  to  move  into  the  suburbs  out  of 
the  Volkswagen  set  they’re  facing  a different 
population  which  up  to  now  has  been  much  less 
interested  in  prepaid  health  services. 

Now  I know  there’s  research  going  on  in  Kaiser 
and  other  places  about  market  penetration.  When 
I went  to  the  Group  Health  Association  meetings 
in  Los  Angeles,  the  marketing  people  talked  about 
these  problems.  It  sounded  to  me  like  they  knew 
what  they  were  talking  about.  They  knew  where 
their  resistance  is  going  to  come  from.  But  I think 
it  matters  for  public  policy  that  such  information 
be  better  researched;  maybe  that’s  the  agenda  for 


next  year’s  conference.  I’m  not  trying  to  argue 
against  where  we  are,  but  at  some  point  some- 
body’s going  to  say,  if  we  only  move  to  20  percent 
of  the  market,  that’s  not  enough,  and  as  a result 
we’re  going  to  need  to  introduce  regulation.  And 
if  we  do  that,  then  we  might  limit  the  20  percent  to 
10  percent  and  we’re  back  almost  to  where  we 
started. 

RUTH  HANFT;  I’d  just  like  to  add  to  Stu’s 
comment. 

You’ve  seen  the  first  phase  of  it.  I wonder,  given 
the  circumstances  of  the  attrition  for  the  Blues, 
what  steps  they’re  going  to  take  to  narrow  that 
differential.  This  situation  may  be  very  healthy 
and  just  what  we  want  to  happen.  I think  when 
you  get  to  a $60.00  a month  differential  you’re 
talking,  for  a middle  class  people,  about  a very 
substantial  amount  of  money.  I don’t  know  how 
you  trade  off  who  wants  their  personal  physician 
versus  the  $60.00  month  differential.  I think  if 
you’re  at  10  and  20  percent,  and  maybe  even  at  30 
percent,  you  won’t  get  that  kind  of  attrition.  But  if 
I were  Blue  Cross  of  California,  or  any  other 
carrier,  I’d  darned  well  start  moving  in  now  to 
keep  from  losing  my  business.  I don’t  think  they 
are. 


Consumer  choice  health  plan 
impact  on  rural  America 

Edward  Martin,  M.D. 


It  is  a pleasure  to  be  here.  I liked  very  much 
Stu’s  analogy  with  the  elixir  because  I think  it 
directly  raises  one  of  the  major  questions  that  is 
faced  in  the  whole  debate  about  National  Health 
Insurance. 

First  of  all,  there  was  a marketing  advantage  in 
selling  elixir  because  it  cured  everything.  One  of 
the  concerns  that  one  might  raise  in  regards  to 
rural  areas  is  what  are  we  promising  to  the  people? 
Secondly,  how  will  the  proposed  solution  deal  with 
the  problems  that  rural  people  really  face? 

I think  that  when  one  considers  National  Health 
Insurance  alternatives,  and  this  alternative  is  one 
of  them,  we  have  to  look  fairly  carefully  critically 
at  what  is  the  nature  of  what  we  are  trying  to 
provide  to  whom  for  which  kinds  of  problems? 
There  is  a basic  conflict  I think  that  we  all  face. 
Almost  everybody  here  accepts  that  major  changes 
need  to  take  place  in  the  health  care  system  in  this 
country,  but  there  is  broad  variance  of  opinion  of 
what  those  changes  out  to  be.  Basically,  many  see 
this  variance  as  a choice  between  the  regulatory 
approach  and  the  free  market  approach. 

In  a recent  article  by  Theodore  Marmor  in  Pub- 
lic Interest  there  is  a paradox  that  I think  we  all 
face.  He  cites  the  concern  that  many  people  have 
about  a medical  care  crisis  in  the  country.  A great 
deal  of  rhetoric  is  provided  daily  to  the  American 
citizen  about  the  difficulties  with  the  medical  care 
system  and  the  crisis  we  face.  This  has  been  going 
on  for  about  ten  years,  at  least  at  a high  level  of 
amplitude. 

However,  Marmor  goes  ahead  and  points  out 
that  most  Americans  at  the  same  time  are  quite 
satisfied  with  their  own  care;  good,  bad  or  indif- 
ferent, costly  or  not  costly.  He  blames  this  in  part 
to  the  nature  of  the  debate  itself.  The  proposers  of 
different  national  health  insurance  policies,  which 
range  across  a wide  spectrum  of  approaches,  all 
give  assurances  that  those  particular  proposals  will 
solve  the  problems  of  cost,  of  accessibility,  of 
quality,  and  efficiency  of  delivery  of  services.  Since 
the  introduction  of  the  Murray-Wagner  and 
Dingell  bills  by  the  Truman  Administration,  the 
nation  has  been  seriously  considering  one  form  of 
national  health  insurance  or  another.  The  initial 


debate  in  the  ’40’s  and  ’50’s  was  largely  about 
whether  we  needed  national  health  insurance  at 
all.  Was  there  a Federal  role  in  accessibility,  qual- 
ity, and  cost  containment?  I think  that  those 
debates  have  somewhat  simmered  down,  but 
lurking  behind  a lot  of  the  discussion  today  is  the 
same  basic  set  of  questions  in  regards  to  the 
proper  role  of  the  Federal  or  state  or  other 
governments.  It  seems  as  if  it  comes  back  to  what 
are  the  alternatives  that  we  should  use  to  minimize 
the  impact  on  providers? 

I think  there  is  a great  concern  about  whether 
we’re  truly  talking  about  consumer  incentive  pro- 
grams or  provider  incentive  programs.  I think  that 
is  a part  of  the  debate  going  on  here,  and  it  hasn’t 
changed  since  the  Medicare  hearings  of  the  early 
’60s. 

If  one  accepts  the  assumption  that  health  care  is 
a right  for  all  Americans — and  that’s  an  important 
assumption  in  regards  to  the  attitudes  of  the 
providers  and  the  attitudes  of  the  public,  and 
particularly  of  the  Congress — then  the  scenarios 
are  clearly  affected.  I think  there  is  a reasonable 
case  to  be  made  that  a great  number  of  people  feel 
that  like  education,  health  is  very  different  than 
automobiles,  toasters  and  other  kinds  of  consumer 
goods.  Having  accepted  that,  I think  everybody 
also  then  has  to  implicitly  accept  that  there’s  going 
to  have  to  be  some  kind  of  national  health  insur- 
ance or  system  to  provide  this  assurance.  The 
largest  part  of  the  debate  now  focuses  on  the 
financial  aspects  of  the  problem.  In  doing  so,  the 
present  alternatives  first  of  all  propose  a financing 
system  then  lay  out  the  administrative  approach, 
and  only  then  do  they  go  on  and  explain,  very 
logically  and  deliberately,  how  that  proposal  will 
positively  influence  the  health  care  delivery  system 
by  changing  incentives  and  placing  controls  on  the 
provider  side  of  the  market. 

I think  Stu  and  Ruth’s  point  questioning  the 
data  about  what  has  really  happened,  and  whether 
this  approach  really  works,  is  largely  avoided. 
There  are  some  serious  questions  whether  our  ex- 
perience or  the  experiences  of  comparable  coun- 
tries, over  the  last  two  or  three  decades  support 


any  of  the  causal  relationships  being  assumed  be- 
tween particular  types  of  financing  mechanisms 
and  the  quality  and  accessibility  of  health  care. 

We  have  heard  a lot  about  the  consumer  role 
today  along  with  the  assumption  that  they  poten- 
tially have  a significant  role.  The  fact  is  that  in  the 
past,  the  demonstrated  consumer  market  effect, 
except  around  issues  of  elasticity  of  demand  with 
varying  kinds  of  deductibles  and  co-insurance,  has 
not  been  proved  to  be  significant  in  the  major 
health  care  expenditure  areas.  Consumers  have 
been  given  individual  and  advisory  council  roles, 
but  they  truly  have  not  been,  nor  is  it  really 
projected  by  most  of  the  plans  that  I’ve  read,  that 
they’d  be  given  any  key  role  in  the  decision- 
46  making  process.  Part  of  what  we  have  been  talking 
about  today  is  consumers  and  the  importance  of 
control  they’re  going  to  exercise.  Based  on  the 
present  data,  which  indicates  that  their  involve- 
ment is  very  marginal  and  that  there  is  great 
interest  by  both  provider  and/or  large  corporate 
groups  in  regard  to  the  effects  on  their  cost 
containment,  we  must  be  cautious  in  accepting  that 
consumers  will  have  the  market  power  needed  to 
make  this  plan  work. 

I think  that  in  all  the  proposals,  including  this 
one,  another  serious  question  has  to  do  with  the 
potential  substantial  increase  in  the  Federal  gov- 
ernment role.  There  is  no  doubt  that  there  is 
presently  a very  significant  governmental  involve- 
ment in  these  activities.  However,  though,  we  talk 
a lot  about  Federal  governments,  and  there’s  been 
a series  of  recent  studies  which  I think  show  the 
issue  is  much  broader.  The  Hospital  Association  of 
New  York  State  Study  in  1976  went  through  fairly 
graphically,  given  the  nature  of  the  problem  faced 
with  government  regulation.  It  is  not  singularly  a 
Federal  problem  in  regards  to  regulation.  They 
found  in  the  State  of  New  York  that  while  there  are 
164  regulatory  activities  which  impacted  on  hospi- 
tals, 96  of  these  were  state,  40  were  Federal,  and  18 
were  city  or  county,  depending  on  the  area.  I think 
many  of  the  existing  NHI  proposals  might  be  in 
conflict  with  the  trend  or  desire  to  reduce  involve- 
ment of  the  government  in  the  lives  of  our  citizens. 
Although  that  is  one  of  the  areas  many  individuals 
addressed  this  morning,  the  idea  of  the  bungling 
and  inefficient  bureaucracy  imposing  itself  on  the 
enlightened  effective  private  sector  is  not  a fair 
statement  of  the  issue.  I am  sure  that  there  are 
large  parts  of  the  population  that  don’t  necessarily 
feel  that  way  since  the  Federal  role  in  large  parts  of 
the  health  sector  today  has  come  about  because  of 
public  and  consumer  pressure.  There  had  been  a 
reason  for  that.  One  doesn’t  have  to  spend  a great 
deal  of  time  driving  through  rural  Mississippi  or 
South  Texas,  or  even  the  South  Bronx  to  ap- 
preciate the  fact  that  the  efficient  and  sensitive 
private  sector  in  the  minds  of  many  people  has  had 
a marginal  impact,  or  negative  impact,  on  their 
health.  I think  that’s  an  important  political  and 


consumer  concern  that  I think  that  we  have  to 
recognize. 

If  you  followed  the  thoughts  of  Milton  Friedman 
in  using  the  market  mechanism  through  consumer 
choice  as  the  only  way  to  improve  the  efficiency  of 
that  health  industry,  no  one  would  doubt  the 
existing  system  offers  few  incentives  and  a lot  of 
disincentives  to  either  the  providers,  the  insurance 
companies,  or  to  the  consumer  to  be  competitive 
or  efficient.  I don’t  think  that  there’s  a great  deal 
of  argument  about  the  present  system’s  problems 
in  that  regard. 

The  theory  underlying  the  CCHP  proposal  is 
that  returning  more  effective  power  of  choice  to 
the  consumer  will  have  a salutory  effect  on  the 
behavior  of  providers,  consumers  and  insurors. 
One  positive  impact  would  be  to  bring  about 
greater  growth  in  health  maintenance  organiza- 
tions, and  also  the  acceptance  and  growth  of 
health  alliances. 

Again,  the  necessary  causal  linkages  there  are 
yet  to  be  proven.  It  is  easy  to  state  those  points  as 
conclusions  but  is  far  more  difficult,  based  on  the 
way  this  country  has  characteristically  organized 
delivery  care,  to  prove  indeed  that  they  will  work. 

There  is  a further  assumption  that  this  par- 
ticular proposal,  the  voucher  system,  would 
significantly  decrease  the  role  of  the  Federal  gov- 
ernment: giving  consumers  a sudden  but  effective 
“voice”  would  set  up  a situation  in  which  the 
Federal  role  would  diminish.  Based  on  the  kind  of 
incentives  that  they  have  been  provided  before, 
and  the  nature  of  consumers,  and  the  use  such 
incentives.  I’m  not  so  sure  that  the  Federal  role 
would  decrease  at  all;  it  in  fact,  could  increase  in 
this  as  well  as  in  all  the  other  systems.  I think  the 
government’s  more  proper  role  in  regards  to 
standard  setting  and  defining  minimum  packages 
would  rapidly  expand  to  many  other  areas.  That  is 
a question  that  I think  has  to  be  addressed  in 
regards  to  how  effectively  this  particular  consumer 
incentive  program  would  really  work.  It  would 
take  more  than  just  a guess  at  whether  or  not  it 
will  work  to  assure  that  there  would  be  some 
balance  between  this  decentralized  market  system 
and  the  Federal  government  role. 

The  idea  of  course  of  free  market  choice  for  a 
public  service  is  not  new.  One  attempt  at  altering 
the  existing  system  by  giving  the  consumer  the 
purchasing  power  occurred  in  elementary  educa- 
tion. This  was  much  like  the  voucher  system,  and 
indeed  the  title  of  it  was,  “An  Educational  Vou- 
cher System.”  This  system  was  based  on  education 
vouchers  to  support  financing  elementary  educa- 
tion by  grants  to  parents.  The  voucher  system  has 
been  tested  in  a public  service  area,  or  in  a service 
area  like  education  which  I would  argue  is  far 
closer  to  health  than  cars  for  the  purpose  of 
comparison. 

The  expectations  of  this  program  were  very 


similar  to  those  of  CCHP.  It  was  hoped  that  by 
giving  parents  a choice  of  purchasing  from  alter- 
native educational  systems  that  the  educational 
community  would  respond  and  develop  alterna- 
tives, with  the  end  result  being  a more  efficient 
and  effective  system.  It  was  argued  that  by  giving 
parents  the  purchasing  power  it  would  correct  the 
balance  of  power  in  education,  reducing  the  sway 
of  professionals  and  increasing  the  influence  of 
parents,  thus  forcing  the  schools  to  compete,  and 
only  those  schools  reflecting  the  wish  of  the  par- 
ents would  succeed.  The  mere  existence  of  com- 
petition or  competitors,  it  was  argued,  would 
weaken  the  monopoly  of  education  by  encouraging 
schools  to  be  responsive  to  the  public,  fairly  close 
to  one  of  the  assumptions  of  the  CCHP.  It’s  not 
clear  whether  the  experiment  failed  or  succeeded. 
It  was  clear  from  the  studies  that  it  was  not  widely 
accepted,  and  I think  that’s  a key  part  of  the 
argument  in  the  whole  CCHP  set  of  assumptions. 

In  an  article  in  Public  Interest,  David  Cohen  and 
Eleanor  Farrar  cited  some  of  the  problems  faced 
in  implementing  the  program  which  resulted  in  no 
wide  acceptance  and  eventual  abandonment  of  the 
approach. 

First,  school  administrators,  teachers,  and  the 
public  did  not  understand  what  the  voucher  sys- 
tem was  and  there  was  a great  deal  of  resistance, 
predictably  from  the  providers  in  regards  to  being 
forced  into  this  competitive  mold. 

Second,  the  final  plan  that  was  developed  was 
very  complex  and  cumbersome  in  order  to  protect 
all  the  vested  interests  of  the  providers  and  con- 
currently to  provide  a mechanism  within  which  the 
families,  i.e.,  consumers,  could  operate.  It  sought 
to  promote  freedom  of  choice,  equality,  and  due 
process,  while  at  the  same  time  revise  the  public 
school  system,  which,  no  differently  than  health,  as 
you  might  guess,  considerably  resisted  the  efforts 
at  reform. 

In  their  assessment  of  the  program,  finally, 
Cohen  and  Farrar  likened  the  plan  to  some  kind  of 
Rube  Goldberg  contraption,  in  which  the  basic 
goal  was  very  simple.  But  by  the  time  the 
mechanism  administratively  had  been  designed  to 
carry  out  and  represent  all  these  varied  interests 
and  potential  problems,  it  became  no  less  complex 
and  no  less  insensitive  than  the  alternative  systems 
that  it  chose  to  replace,  or  it  hoped  to  replace. 

It  was  hoped  that  this  experiment  in  a voucher 
system  type  of  approach  would  improve  the  qual- 
ity of  the  educational  system,  particularly  the 
quality  of  the  educational  system  in  the  ghetto.  I 
think  in  examining  any  National  Health  Insurance 
proposal  it’s  of  paramount  importance  that  we 
assess  its  impact  on  those  Americans  in  the  great- 
est need.  Specifically,  what  effect  would  it  have 
upon  those  with  financial  or  functional  access 
problems  to  health  care.  In  assessing  any  proposal. 


we  must  determine  those  who  will  benefit  as  well 
as  those  who  will  not.  In  considering  the  latter,  we 
also  must  consider  what  must  be  done  so  that  these 
Americans  will  not  be  disenfranchised,  or  as  in  the 
case  of  too  many,  continue  to  be  disenfranchised. 

What  I would  like  to  do  here  then  is  present  a 
general  picture  of  health  status  in  rural  areas  by 
comparing  a few  demographic  and  health  statistics 
with  those  in  urban  areas,  and  here  I don’t  mean 
inner  city.  I mean  SMSA’s  in  the  aggregate.  I will 
then  seek  to  identify  several  health  related  prob- 
lems in  rural  areas,  focusing  on  those  that  repre- 
sent major  barriers  to  the  provision  on  financing 
in  health  care  for  rural  residents. 

Based  on  the  1970  U.S.  Census  data,  corrected 
with  the  1976  projections,  there  are  nearly  50 
million  Americans  living  in  rural  areas.  The  evi- 
dence suggests  that  residents  of  these  areas  have  a 
greater  number  of  significant  problems  and  con- 
ditions that  contribute  to  poor  health  than  in  gen- 
eral are  experienced  by  their  urban  counterparts. 

First,  there’s  a greater  percentage  of  the  poor  in 
comparison  to  urban  areas,  and  there’s  a greater 
percentage  of  the  aged.  Over  57  percent  of  all 
sub-standard  housing  units,  and  the  related  en- 
vironmental factors,  are  located  in  rural  areas. 

I think  that  one  key  point  to  go  back  to  is  the 
number  of  individuals  we  are  talking  about  as  the 
potentially  disenfranchised.  In  the  original  paper, 
I think  I saw  a number  of  8 to  10  percent.  We’re 
not  talking  about  8 to  10  percent — we’re  talking 
about  somewhere  between  50  and  60  million 
people  who  presently  live  in  medically  under- 
served areas,  both  rural  and  urban  in  this  country. 
We’re  talking  about  a very  large  number  of 
people,  roughly  equal  to  the  population  of  Great 
Britain  itself. 

And  I think  that  the  number  of  people  poten- 
tially not  affected  or  marginally  affected,  because 
they  functionally  don’t  have  access  to  organized 
capacity  now,  is  far  greater  than  I think  we  would 
like  to  believe.  I think  that  because  of  the  nature 
of  the  delivery  systems  in  those  areas  now,  you’re 
going  to  have  to  consider  that  for  a significant 
period  of  time,  like  a decade,  those  people  will  be 
definitionally  excluded.  Therefore,  the  competi- 
tive percentage  you’re  talking  about  represents  the 
remaining  150  million  people,  which,  given  some 
reasonable  percentages  in  accepting  the  system, 
hardly  constitutes  a majority  of  the  American 
people. 

I think  there’s  a perception  of  smallness  when 
we  look  at  numbers  like  45  to  50  million.  However, 
we  must  not  also  forget  that  this  represents  a very 
unique  and  critical  part  of  the  economy. 

I have  been  talking  about  medically  underserved 
areas  that  are  also  critical  health  manpower  short- 
age areas,  with  less  than  1 primary  care  physician 
for  every  3,500  people.  These  areas  include  900 
rural  counties,  which  together  account  for  more 


than  40  percent  of  the  land  mass  of  this  country, 
and  inner  cities  representing  5,000  census  tracks, 
which  collectively  contain  the  better  part  of  25  to 
35  million  people  depending  on  whether  you 
measure  infant  mortality  by  county  or  by  census 
tract.  You  are  talking  about  a very  large  part  of 
our  economy  in  regards  to  the  huge  agricultural 
areas  across  the  country.  And  even  in  areas  like 
the  Atlanta  SMSA,  which  I did  not  include  in  the 
rural  population,  you’re  talking  about  areas 
around  cities  that  have  very  significant  functional 
isolation  from  effective  services  even  in  thos  large 
metropolitan  areas,  which  would  add  to  those 
nu  mbers. 

48  1 think  that  certainly  the  magnitude  of  that  po- 

tential disenfranchisement  for  a competitive  sys- 
tem needs  to  be  considered.  I think  that  of  the 
major  health  problems  in  rural  areas  that  impact 
on  the  potential  success  of  CCHP,  one  clearly  has 
to  consider  the  lack  of  physicians  and  other  health 
care  providers  in  rural  areas.  There  has  been  a 
great  debate  around  this  in  the  last  ten  years.  The 
number  of  physicians  in  rural  areas  in  point  of  fact 
has  continued  to  decrease  in  the  last  ten  years. 
And  this  is  in  the  face  of  a significant  increase  of 
practicing  physicians  in  the  aggregate.  The  grow- 
ing shortage  of  primary  care  physicians  as  a per- 
centage of  the  total  physicians  in  the  country  pro- 
foundly affects  rural  areas:  not  only  the 
stereotypic  rural  areas  of  some  small  community  in 
Western  Kansas,  or  South  Texas,  but  rural  areas 
throughout  the  country  with  significant  popula- 
tion basis  and  major  roles  in  our  economy. 

I was  very  pleased  to  hear  Stu  talk  about  how 
conclusions  are  drawn  and  then  work  done  to  jus- 
tify them,  since  one  of  the  big  debates  that  we  used 
to  have  was  about  the  potential  shortage  of  physi- 
cians and  what  incentive  systems  and  reimburse- 
ment systems  would  do  to  move  physicians  into 
rural  areas.  The  fact  of  the  matter  is  that  the 
number  of  areas  without  functional  access  to  pri- 
mary care  by  counties  has  increased  by  almost  35 
percent  since  1970.  This  is  in  the  face  of  a sig- 
nificant increase  in  the  number  of  practicing 
physicians. 

I think  that  this  problem  is  not  going  to  be  as 
easily  resolved  as  many  people  believe.  I think  we 
were  convinced  or  there  was  a great  argument 
made  that  if  we  generated  large  numbers  of  doc- 
tors from  our  medical  schools  that  market  eco- 
nomics would  prevail  and  these  doctors  would 
eventually  run  out  of  money  in  suburbia  and  move 
to  the  inner  city  or  the  rural  areas. 

The  second  major  issue  related  to  rural  areas  is 
of  course  hospitals.  Today’s  physicians  are  trained 
basically  in  a mode  of  practice  that  requires  a hos- 
pital or  a specialty  kind  of  relationship,  and  in  fact 
that  is  the  sine  qua  non  of  the  professional  satisfac- 
tion of  almost  an  entire  generation  of  young 
physicians. 


This  has  a profound  influence  on  provider 
placement  characteristics.  Very  clearly,  there  are 
many  rural  hospitals  in  this  country  which  cannot 
and  should  not  continue  in  those  communities. 
The  closure  of  many  rural  hospitals  every  year 
remains  to  be  a serious  concern  to  those  rural 
communities.  Hospitals  represent  a major  health 
resource  in  rural  areas,  particularly  in  view  of  the 
limited  health  resources  available  to  these  com- 
munities. I'he  closure  of  rural  hospitals  also  fre- 
quently means  that  associated  physicians  leave  the 
community  and  that  unemployment  goes  up  in 
that  particular  area.  And  if  anybody  thinks  it’s 
hard  to  close  the  PHS  hospitals,  it’s  no  less  difficult 
to  close  a small  hospital  in  rural  Oklahoma  with  22 
beds  that  is  trying  to  justify  an  intensive  care  unit 
than  it  is  to  close  the  PHS  hospital  in  Seattle. 

I think  there  also  needs  to  be  concern  paid  to  a 
major  problem  in  rural  areas  now  in  regards  to 
financing.  T he  allocation  of  Federal  resources  to 
rural  areas  in  the  country  has  been  marked  by 
considerable  differential  not  only  in  the  categori- 
cal programs  for  building  capacity,  but  in  many  of 
the  special  programs  and  clearly  financing  pro- 
grams. d'he  Medicare  and  Medicaid  programs 
even  with  the  level  of  coverage  corrected  for  cost 
of  delivery  of  those  services  in  rural  areas  shows 
average  amounts  for  Medicare  benefits  of  $425 
per  elderly  person  in  metropolitan  SMSA  areas 
compared  with  $296  in  non-metropolitan  areas  in 
1972.  Presently  less  than  30  percent  of  the 
Medicaid  funds  go  to  non-metropolitan  areas, 
even  though  half  of  the  poor  categorically  entitled 
to  those  funds  live  in  rural  areas. 

A significant  influx  of  resources  is  not  going  to 
result  in  a decrease  or  a containment  of  cost, 
because  it’s  not  a question  of  moving  money  out  of 
metropolitan  areas  into  rural  areas.  I don’t  think 
anybody’s  going  to  face  that.  There  very  clearly  is 
a deficit  that’s  going  to  have  to  be  made  up  in  the 
financing  of  health  care  services  in  rural  areas, 
which  will  pose  an  immediate  problem  to  any  NHI 
proposal  and  have  an  immediate  cost  implication. 

If  the  problems  of  rural  America  are  to  be  ad- 
dressed then  it’s  necessary  not  only  to  consider  the 
financing  problems,  but  also  the  need  to  build  and 
maintain  health  services  delivery  systems,  private 
and  public,  in  rural  America. 

The  proposal  that  we  are  considering  today  ad- 
dresses one  component,  the  financing  component, 
and  I feel  that  it’s  reasonable  to  assume  that  if  this 
proposal  were  accompanied  by  programs  addres- 
sing the  problems  of  accessibility,  then  many  of  the 
immediate  problems  of  rural  America  might  either 
be  reduced  or  removed. 

On  the  other  hand,  I think  we  can  learn  from 
the  experiences  of  other  countries,  particularly 
Canada,  Germany,  Finland,  Denmark,  and  even 
China;  the  national  health  programs  in  these 


countries  were  designed  to  lower  financial  and 
functional  barriers  to  health  care.  P'or  those  coun- 
tries that  focused  on  financing,  there’s  no  evidence 
showing  any  indication  that  the  harriers  to  health 
care  have  been  eliminated  or  significantly  affected, 
measured  by  waiting  time,  accessibility,  and  func- 
tional changes  of  health  status  unrelated  to  educa- 
tion or  income. 

In  the  evaluation  of  the  Canadian  experiences, 
Mr.  Marmor  concludes  that  however  one  evaluates 
the  impact  of  National  Health  Insurance  on  access, 
there  seems  to  be  agreement  that  removing  finan- 
cial barriers  is  insufficient  in  itself  for  producing 
equal  access  to  care. 

The  experience  in  Denmark,  however,  is  sub- 
stantially different.  Denmark  not  only  addresses 
the  problems  of  financial  barriers,  but  supports 
the  development  of  health  delivery  systems.  It  ap- 
pears that  the  distribution  of  health  services  has 
improved  since  the  enactment  of  this  NHI  pro- 
gram, a program  with  the  ability  and  the  public 
policy  commitment  to  address  both  financial  and 
functional  barriers  to  health  care. 

The  CCHP  proposal  does  not  offer  much  assist- 
ance to  those  Americans  living  in  rural  areas  un- 
less there  is  an  alternative  capacity  from  which  to 
purchase  the  service.  Giving  the  consumer  the 
purchasing  power  for  health  care  is  meaningless  if 
they  do  not  have  any  available  supply  of  health 
professionals  or  systems  working  in  a responsive 
delivery  system.  The  provision  of  adequate  health 
insurance  coverage  in  and  of  itself  will  not  create 
the  necessary  capacity.  What  is  necessary  is  to 
provide  some  incentives  to  the  community,  health 
professionals,  and  health  insurance  intermediaries 
to  create  the  necessary  capacity  to  provide  care  to 
rural  Americans,  not  only  in  isolated  rural  areas, 
but  in  areas  which  have  a significant  population 
base. 

Careful  consideration  of  the  disposition  of  re- 
sources with  regard  to  rural  areas  is  the  necessary 
first  step.  Based  on  this,  we  feel  it’s  necessary  to 
develop  a system  that  builds  on  the  strengths  of 
the  existing  rural  health  system  and  improves  it. 
What’s  necessary,  then,  is  to  integrate  services  in- 
cluding manpower  and  facilities  to  create  the  self- 
sustaining  capabilities  which  in  many  places  do  not 
exist  to  manage  and  develop  community  activities 
in  health  care.  State  and  Federal  resources,  in 
addition  to  those  now  being  provided  and  focused 
on  this  problem,  are  needed  to  aid  rural  America 
in  meeting  their  needs  and  preparing  them  for  any 
type  of  National  Health  Insurance,  particularly  a 
voucher  system.  The  provision  of  adequate  health 
insurance  coverage  will  not  by  itself  create  the 
necessary  capacity,  partly  because  of  the  competi- 
tive nature  of  the  system. 

The  Committee  on  The  Cost  of  Medical  Care, 
established  in  1927,  was  organized  in  part  because 
it  recognized  that  “people  are  not  getting  services 
which  they  need,  first,  because  in  many  cases  its 


cost  is  beyond  their  reach  and,  second,  because  it) 
many  parts  of  the  country  it  is  not  available.”  Fifty 
years  later  the  problems  of  cost  and  accessibility 
are  still  with  us,  the  dif  ference  being  of  course  tliat 
for  the  .same  thing  we  are  paying  a great  deal 
more. 

It’s  easy  to  be  critical  of  the  CCHP  proposal  or 
the  other  alternative  proposals.  However,  to  pro- 
pose alternatives  is  difficult.  On  one  end  of  the 
spectrum  is  the  Medicredit  type  of  fee-for-service 
proposal  which  has  no  reasonable  possibility  of 
positively  influencing  the  organization  delivery  of 
care;  on  the  other  end  of  the  spectrum  of  course  is 
the  Federally  dominated  direct  delivery  service, 
and  the  reaction  to  that  is  “Oh,  my  (iod,  a National 
Veterans  Administration.” 

Given  those  poles,  I think  that  there  are  alter- 
natives within  the  middle  that  look  at  more  than 
just  financing.  In  considering  National  Health  In- 
surance, then,  I would  recommend  that  the  fol- 
lowing components  of  the  CCHP  proposal  be 
given  most  serious  consideration.  Although  I think 
that  the  data  is  not  good,  certainly  it  is  good 
enough  to  draw  some  conclusions  from  which  NHI 
might  be  designed. 

First,  I don’t  think  there’s  any  question  that 
placing  greater  and  more  effective  responsibility 
on  the  consumer  is  an  important  step,  and  I think 
the  key  to  that  is  making  sure  it  works,  and  that 
behavior  and  attitude  changes  in  fact  are  reflected 
on  the  parts  of  consumers  and  the  providers.  Im- 
provements in  the  health  care  delivery  system  can- 
not be  made,  I would  argue,  until  the  consumers 
are  encouraged  and,  if  necessary,  even  coerced, 
into  accepting  far  greater  responsibility  in  the 
decision-making  process,  and  accepting  far  greater 
responsibility  for  their  own  health. 

I think  the  basic  idea,  as  a second  point,  of 
prepayment  and  emphasizing  the  prepayment  ap- 
proach, which  I think  is  an  important  principle  of 
this  proposal,  would  require  an  encouragement  of 
the  growth  of  competing  health  maintenance  or- 
ganizations, or  community  based  prepaid  group 
practices  or  comparable  models.  I think  that  a 
major  effort  has  to  be  placed  in  pushing  much 
harder  to  develop  those  alternative  systems. 

I think  then  that  the  proposal  offers  an  alterna- 
tive approach  to  NHI  by  redefining  the  incentives 
in  the  system — within  the  consumer  decision- 
making process.  I do  think  the  proposal  does  offer 
an  opportunity  to  accept  this  principle  in  improv- 
ing the  efficiency  and  the  effectiveness  of  the 
health  care  delivery  system. 

A critical  concern  that  must  also  be  addressed  is 
the  issue  of  the  definition  within  the  proposal  of 
basic  services.  Using  major  medical  and  catas- 
trophic as  a basic  package  continues  to  emphasize 
the  most  costly  and  the  most  provider-intensive 
services.  If  one  looks  at  major  health  status 
changes  during  the  past  five  decades,  it  is  clear 


that  the  vast  majority  of  the  improvements  in 
health  status  and  life  expectancy,  morbidity  or 
quality  of  life  measures,  are  due  to  environmental, 
preventive  and  primary  care  services  like  im- 
proved pre-natal  care,  sanitation,  environmental 
services  and  child  care  services. 

I would  argue  then  that  the  debate  over  effi- 
ciency should  not  only  be  based  on  whether  or  not 
certain  major  medical  procedures  can  be  done  less 
expensively,  but  rather  whether  the  most  efficient 
and  cost-effective  procedures  like  preventive 
services  should  be  prioritized,  and  if  necessary, 
first  dollar  substituted  for  the  more  catastrophic  or 
major  medical  services  as  the  basic  package.  I 
think  that  this  is  a critical  weakness  of  this  par- 
ticular proposal  and  is  an  absolute  necessity  for 
any  proposal  in  the  future  if  it  is  to  deal  substan- 
tively with  those  aspects  of  the  health  system  which 
indeed  have  something  to  do  with  health  status  or 
quality  of  life. 

The  important  question  of  informed  choice  by 
consumers  in  health  today  is  critical  to  the  whole 
logic  of  the  CCHP  proposal,  and  would  require 
very  significant  changes  in  provider  and  consumer 
attitudes.  The  extensive  deliberate  marketing  of 
food  for  children  that  has  clearly  negative  impacts 
on  health,  the  continuing  Federal  subsidies  for 
tobacco,  and  the  health  industries’  marketing  of 
inappropriate  nostrums,  drugs,  elixirs,  and 
therapies,  exist  in  a market  characterized  by  open 
competition  and  consumer  choice.  The  fact  that 
we  merely  have  an  open  market  does  not  mean 
that  consumers  are  being  provided  with  the  kind 
of  information  which  they  needed  to  have  at  hand 
to  make  good  choices  about  health.  And  one,  I 
think,  must  be  very  careful  in  this  particular  sys- 
tem to  be  concerned  about  the  present  marketing 
characteristics  of  the  private  sector,  such  as  the 
characteristics  of  the  Saturday  morning  commer- 
cials for  kids,  and  other  programming  directed  at 
children  today.  I think  there  needs  to  be  a very 
critical  look  at  w'hat  would  be  whose  role  to  assure 
that  the  consumer  indeed  had  access  to  accurate 
information  that  was  positive  to  have  at  hand  to 
make  the  decisions  about  the  appropriate  choice  of 
care.  I think  our  experience  with  the  choice  of 
consumers  in  regards  to  the  magic  of  chiropractic 
clearly  had  led  us  to  understand  that  marketing 
often  can  be  done  in  such  a way  as  to  convince 
consumers  to  seek  services  that  are  costly,  and 
have  no  positive  outcome  on  health. 

I think  w'e  must  also  encourage  the  growth  of 
health  delivery  systems  that  have  the  capability  of 
meeting  the  needs  of  those  Americans,  regardless 
of  where  they  live,  who  have,  in  addition  to  finan- 
cial barriers,  functional  barriers  to  health  care 
such  as  distance.  Moreover,  I think  there  are 
broader  issues  beyond  that,  including  social- 
cultural  problems,  language  barriers,  and  commu- 
nity barriers,  that  just  cannot  be  ignored. 


It’s  essential  then  to  include  in  any  of  these 
national  health  insurance  legislative  proposals  or 
approaches  the  resources  to  develop  and  maintain 
capacity  for  delivering  health  services  to  those 
large  numbers  of  areas  and  people  apparently  be- 
yond the  reach  of  the  private  sector,  and  where 
competitive  local  systems,  even  excepting  their  de- 
sirability and  positive  influence,  simply  do  not 
exist  and  need  to  be  established. 

The  final  question  is  whether  this  proposal,  or 
even  the  best  market  working  mechanism  will  ef- 
fectively in  and  of  itself  accomplish  the  objective  of 
cost  containment  and  reasonable  equity,  and  access 
to  appropriate  service. 

rhe  dichotomy  of  an  unwieldy,  inefficient  gov- 
ernment system,  blundering  and  imposing  itself  on 
a sensitive,  efficient,  decentralized,  high-quality 
private  market  system  is  glibly  begging  the  ques- 
tion. I think  that  argument  does  appeal  to  people 
who  have  already  prejudged  the  existing  propos- 
als. I think  that  this  is  not  the  issue,  nor  is  it  the 
strength  of  this  proposal.  If  indeed  that  becomes 
the  debate  for  the  proposal  I think  it  will  not  be 
effective,  because  I think  there  is  very  clearly  a 
Federal  role  in  standard-setting,  planning  for 
services,  capacity  development,  traditional  public 
health,  prevention,  health  education,  and  a 
number  of  major  other  areas. 

The  need  then  is  to  develop  a national  approach 
based  on  the  strength  and  needs  for  both  the 
market  and  the  Federal  regulatory  and  assurance 
roles.  These  will  require  a firmer  set  of  national 
policies  in  regards  to  the  priorities  for  health;  What 
should  a national  health  insurance  plan  be?  Which 
sorts  of  national  goals  in  health  should  it  be  de- 
signed to  meet?  What  is  the  willingness  of  this 
country,  i.e.,  the  legislative  bodies  in  this  case,  to 
address  and  choose  ways  that  will  support  these 
goals?  Certainly  our  national  health  goals  are  not 
to  increase  programs  like  End  Stage  Renal  Disease. 
But  as  a point  of  public  policy,  right  now,  it  is  a 
higher  priority  indeed  than  the  entire  Federal  role 
in  quality  assurance,  cost  containment,  the  direct 
delivery  of  services,  and  all  basic  health  services 
research,  if  one  looks  at  the  dollars  expended.  It  is 
a statement  of  Federal  policy — not  one  established 
by  the  bureaucrats,  but  by  the  characteristics  of  the 
legislative  process. 

And  finally,  I feel  that  if  the  CCHP  approach  is 
sold  as  the  entire  answer,  or  as  a mechanism  to 
simply  turn  back  to  the  private  sector  the  entire 
responsibility  for  health  care  delivery  in  this 
country  for  all  populations,  that  would  seriously 
compromise  the  great  need  for  the  rapid  de- 
velopment and  expansion  of  the  prepaid  and  con- 
sumer choice  elements  of  the  proposal,  which  I 
think  make  it  a strong  proposal  and  one  worthy  of 
consideration. 

Thank  you  very  much. 


Comment 


Montague  Brown,  Dr.  P.H. 


There  are  four  points  I’d  like  to  make  based 
partly  on  Ed  Martin’s  paper,  and  partly  on  other 
comments  that  were  made  this  morning. 

These  include  change,  finance,  regulation,  and 
finally,  competition  in  the  rural  areas. 

In  listening  to  the  discussion  this  morning,  it 
seemed  to  me  that  there  was  too  much  optimism 
about  how  fast  you  can  change  anything.  I ran 
across  a paper  a couple  of  weeks  ago  which  was  a 
study  of  one  Federal  program  reaching  the  com- 
munity level  and  resulting  in  some  action.  The 
author  said  there  were  thirty  decision  points  that 
had  to  be  gone  through  before  the  program  could 
get  started.  He  estimated  the  time  required  to  get 
each  of  the  decisions  with  minimal  delay  for  very 
easy  problems,  intermediate,  and  so  forth;  the 
actual  time  from  start  to  finish,  even  after  legisla- 
tion, to  the  point  where  the  community  was  getting 
something  for  the  money  that  was  being  spent,  was 
four  and  a half  years. 

The  other  point  that  he  made  was  that  even  if 
you  assume  the  0.95  probability  of  success,  at 
every  decision  point,  the  collective  probability  of 
that,  0.95  times  0.95,  and  so  on,  leading  to  a 
probability  of  success  of  0.0003.  He  could  have 
added,  and  I know  if  he  had  studied  the  HMO 
program  he  would  have  added,  that  you  would 
likely  end  up  behind  where  you  started  in  this  kind 
of  a process.  I think  we  can  safely  tell  that  there’s 
plenty  of  time  to  study,  experiment,  and  try  dif- 
ferent models,  because  nothing  much  is  going  to 
happen  in  a short  period  of  time. 

In  regards  to  finance,  I think  Ed  Martin  men- 
tioned on  several  occasions,  and  I think  it’s  worth 
underlining,  that  there  is  a shortage  of  capacity  of 
all  kinds  in  the  rural  areas,  and  it  will  take  a long 
time  to  get  the  capacity  built  up.  It  will  also  be  at 
great  expense  as  well.  So  you  might  as  well  decide 
that  it’s  going  to  be  a money-spending  proposition, 
and  not  a money-saving  proposition  for  a good 
number  of  years.  If  you  add  in  the  comment  that 
Martin  made  about  where  doctors  are  trained,  you 
also  have  about  four  generations  of  physicians  to 
go  through  before  you  get  your  primary  care 
doctors  in  control  in  the  rural  areas,  so  don’t  be  in 


any  big  rush  about  getting  rid  of  the  hospitals 
right  away.  By  the  time  you  need  to  do  that  those 
hospital  buildings  will  make  usable  long  term  care 
units,  and  you  won’t  be  using  them  for  acute  care. 

Another  point  that  I think  Ed  made,  and  I’d  like 
to  underline  it  is  the  regulatory  climate.  He  men- 
tioned the  New  York  State  study  with  lots  and  lots 
of  agencies;  he  mentioned  the  cost  of  regulations; 
he  might  have  underlined  and  talked  even  at 
greater  length  on  the  complexity  of  that  for  the 
rural  hospital. 

It  seems  to  me  that  with  the  complexity  of  regu- 
lations and  the  difficulties  of  dealing  with  all  of  the 
different  agencies,  with  all  of  the  rules,  frequently 
contradictory,  it’s  become  almost  impossible  for  a 
small  health  service,  whether  it’s  the  hospital, 
group  practice,  small  HMO  or  anything  else  to 
deal  and  operate  in  the  traditional  fashion. 

What  this  is  leading  to  is  the  development  of 
chain  operations,  a change  in  the  industry  which  I 
think  is  not  well  known  or  understood.  And  it’s  up 
to  chain  operations  in  voluntary  hospitals — not- 
for-profit,  religious — as  well  as  the  investor-owned 
sector,  to  get  the  kind  of  management  expertise 
that’s  required  to  deal  with  the  regulatory  flood 
that’s  coming  from  all  levels  of  government  and 
pre-payment  agencies. 

I think  you  have  already  guaranteed  that  we  will 
have  only  large  firms  in  the  industry.  And  the 
large  firms  will  work  in  the  rural  areas.  A couple 
of  speakers  made  the  point  this  morning  about 
there  being  no  possibility  of  competition.  That  is 
not  true. 

I know  quite  a few  people  in  chain  operations 
who  wished  that  there  weren’t  so  much  competi- 
tion. Looking  at  one  Idaho  town  recently,  the  city 
had  three  options,  three  bidders,  to  run  a commu- 
nity hospital.  One  was  the  Sisters  of  Mercy  out  of 
Omaha,  another  was  the  Hospital  Corporation  of 
America,  the  other  was  Intermountain  Health 
Service.  Three  different  chains  bidding  for  that 
operation. 


Especially  West  of  the  Mississippi,  Minneapolis 
on  out,  there’s  hardly  any  community  that  can’t  get 
at  least  two  bidders  on  running  the  health  service, 
trying  to  get  doctors,  taking  care  of  health  services 
in  the  town.  I’m  not  suggesting  that  all  of  them 
know  that,  or  that  the  word  is  out  completely,  but  1 
assure  you  that  there  are  lots  of  firms  developing, 
including  not-for-profit,  that  would  like  to  have 
that  business. 

I would  also  suggest  to  you  that  if  it’s  profitable, 
and  you  can  get  the  doctors  to  go  along  with  it, 
they  will  cut  down  on  the  capacity.  Nobody  w-ant  to 
keep  unprofitable  capacity  in  any  area. 

As  a final  note — just  to  support  some  of  those 
remarks,  and  not  to  use  up  all  of  your  time — many 
changes  occuring  in  technology,  the  area  of  medi- 
cal specialization,  will  greatly  impact  the  growth  of 
chain  operations.  I picked  up  a paper  the  other 
day  that  said  there  are  twenty  medical  specialities 
that  use  hospitals;  there  are  somewhere  between 
five  and  15  or  more  sub-specialties  per  specialty. 
In  using  my  own  rule  of  thumb,  it  takes  about 
three  people  to  keep  one  other  honest  and  intel- 
lectually alive.  Twenty  times  a minimum  of  five, 
times  three,  adds  up  to  300  specialists  to  make  a 
complete  hospital.  Having  a complete,  full  service 


facility  remains  a much  sought  after  position  by 
most  larger  communities  around  the  country.  In 
order  to  get  that  kind  of  capacity  for  any  region, 
you  have  to  put  together  bed  capacity  that  runs  in 
the  neighborhood  of  4,000  beds,  and  that’s  only 
three  per  thousand  population. 

I think  the  general  drift  for  these  integrated 
regional  health  service  firms,  not-for-profit  and 
for-profit,  is  to  compete.  I think  there’s  going  to 
be  a lot  of  competition.  Also,  I’ve  run  across  quite 
a few  communities  around  the  country  that  were 
able  to  throw  out  any  chain  or  multiple  hospital 
system  if  they  wished  to  change.  So  it’s  not  a 
matter  of  somebody  operates  in  a community, 
takes  over  the  health  care  resources,  and  then  has 
a monopoly  forever.  I’m  sure  that  most  of  the 
firms  would  prefer  that,  but  the  nature  of  the 
business  is  such  that  the  townfolk,  the  doctors,  the 
people  who  live  there,  can  throw  out  the  chain 
overnight.  And  I’ve  seen  many  smaller  hospitals, 
and  even  some  larger  ones,  change  hands  because 
that’s  possible. 

Just  as  a final  note — I was  looking  the  other  day 
at  something  that  Benjamin  Franklin  wrote,  and 
he  said,  “If  I had  had  more  time,  I would  have 
made  it  even  shorter.” 


Comment 


James  D.  Bernstein,  M.H.A. 


I would  like  to  explore  further  some  points 
made  by  the  speakers  this  morning  and  address 
some  areas  of  concern  about  CCHP  as  it  relates  to 
rural  people.  Dr.  Martin  mentioned  that  one  can- 
not generalize  about  rural  A»nerica.  This  fact  must 
be  well  understood  by  policy  makers  in  projecting 
the  effect  of  a national  health  insurance  program 
on  rural  Americans.  The  differences  in  culture, 
life  style,  geography,  ethnic  composition,  and  eco- 
nomics within  rural  areas  is  infinitely  more  diverse 
than  between  different  urban  or  suburban  com- 
munities in  America.  It  is  difficult  to  isolate  the 
commonness  between  an  Indian  reservation  in 
New  Mexico,  a lumbering  community  in  the 
Northwest,  and  a rural  farming  community  in 
I Kansas.  Therefore,  I feel  we  need  to  be  careful 
when  designing  a health  insurance  system  not  to 
stereotype  “rural”  in  our  minds. 

Probably  one  generalization  we  can  make  about 
rural  America  is  it  is  characterized  by  low  popula- 
j tion  density.  This  one  factor,  however,  has  signifi- 

I cant  implications  for  a CCHP.  It  implies  that  a 

great  many  rural  areas  will  not  benefit  from  what  I 
feel  to  be  the  most  appealing  aspect  of  CCHP, 
competition  between  plans.  In  addition,  I feel 
there  are  large  geographic  areas  that  are  so 
sparsely  populated  that  no  plan  would  find  it  eco- 
nomical to  offer  the  residents  of  these  areas  acces- 
sible services.  In  other  words,  it  is  very  possible 
that  a lot  of  rural  America  would  become  strictly  a 
seller’s  market  or  no  market  at  all. 

Given  the  requirement  of  a CCHP  provided  by 
' Dr.  Roy  as  a basis  for  our  comments,  it  appears  to 
me  to  be  a given  that  in  order  to  qualify,  a plan 
must  be  able  to  deliver  a relatively  comprehensive 
range  of  medical  services  either  through  contracts 
I or  directly.  Therefore,  existing  larger  institutions 
I will  probably  dominate  the  field  in  terms  of  what 
j plans  are  offered  and  who  controls  them. 

I We  might  be  able  to  get  some  insight  into  the 
I effect  of  CCHP  by  an  observation  of  mine.  Eastern 
North  Carolina  is  presently  overbedded.  Competi- 
tion for  hospital  patients  has  stimulated  competi- 
tion for  primary  care  patients.  Large  institutions 
are  beginning  to  program  satellite  operations  into 


small  rural  communities.  In  some  respects  this 
appears  to  be  a desirable  rational  approach  to  the 
access  problem  for  many  rural  communities.  How- 
ever, I have  concerns  about  what  I see  happening. 
The  competition  between  the  established  institu- 
tions makes  it  difficult  for  alternative  locally  con- 
trolled approaches  to  primary  care  delivery  to  de- 
velop and  thrive.  It  remains  to  be  seen  if  this 
approach  can  produce  an  innovative,  sensitive 
“community”  delivery  system.  I do  not  believe  it 
would  be  in  the  interest  of  good  health  care  for 
rural  people  if  the  predominate  approach  pro- 
duced a McDonald’s  franchising  system.  Tradi- 
tionally the  basis  of  medical  care  delivery  has  been 
hospitals  and  physicians.  Recently,  we  have  had 
success  with  community  based  programs  especially 
in  rural  areas.  I am  not  quite  sure  how  the  CCHP 
proposal  would  allow  for  these  alternative  delivery 
modes  to  participate. 

We  have  not  discussed  the  effect  of  the  govern- 
ment mandating  into  the  CCHP  preventive  and 
outreach  services.  Given  the  spare  population  and 
a higher  percentage  of  elderly  and  the  poor,  it 
would  be  more  costly  to  deliver  these  services  in 
rural  areas  than  urban  and  suburban  communities, 
possibly  creating  even  less  of  an  incentive  to  pro- 
vide equal  services  to  rural  people  for  the  “com- 
peting plans.” 

My  last  concern  has  to  do  with  making  certain 
people  actually  take  out  a plan.  In  North  Carolina, 
we  have  established  seventeen  community  rural 
health  programs;  it  was  surprising  to  me  that  of 
the  total  population  registered  62  percent  do  not 
indicate  they  have  any  health  insurance.  I would 
assume  that  a number  of  people  slightly  over  the 
100  percent  average  level  would  elect  not  to  invest 
$50  or  $100  in  an  insurance  plan  leaving  them  in 
much  the  same  position  they  are  today.  As  you  can 
see  I have  particular  questions  about  the  effect  of 
CCHP  on  rural  people  but  most  especially  on  the 
high  risk  groups  that  also  happen  to  reside  in  rural 
communities. 

In  general,  I feel  the  concept  has  considerable 
advantages  which  were  discussed  this  morning.  It 
seems  to  me  to  have  particular  appeal  for  middle 


income  groups  in  urban  and  suburban  com- 
munities. However,  I believe  it  could  work  in  rural 
areas,  too,  but  not  without  government  interven- 
tion in  terms  of  some  regulation  and  specific  eco- 
nomic incentives  to  stimulate  locally  controlled 
primary  care  programming.  I do  not  feel  these  are 
insurmountable  problems  and  with  more  study 
and  work  on  the  details  CCHP  might  very  well  be 
the  best  alternative  available  in  1977. 


To  conclude,  I would  like  to  point  out  that  since 
1970  demographers  have  observed  the  shift  in 
population  from  metropolitan  to  non-metropoli- 
tan areas.  There  has  been  a 2.9  percent  increase  in 
metropolitan  areas,  and  a 4.2  increase  in  non- 
metropolitan areas.  But  what  is  significant  is  that 
the  smallest  rural  areas,  those  counties  with  no 
towns  over  2,500,  respresent  a second  fastest 
growing  geographic  sector  in  America. 


Open  discussion 


SIDNEY  EDELMAN:  I’ve  just  got  two  questions, 
which  would  help  me,  I think,  put  the  morning  in 
better  perspective  if  I got  the  answers. 

One,  in  view  of  the  obvious  optimism  of  the 
morning  speakers  over  the  inexorable  victory  of 
organized  health  care  delivery  systems,  should  not 
consideration  be  given  to  preserving  the  status  of 
traditional  insurance  plans  as  alternative  systems? 

If  it’s  all  organized  health  care  delivery  systems, 
you  no  longer  have  alternatives. 

Two,  what  supplemental  resources  will  be  avail- 
able to  assist  the  consumer  under  the  CCHP  if  his 
or  her  informed  choice  turns  out  to  be  a bad  one? 
And  if  he/she  is  faced  with  obtaining  care  in  excess 
of  or  beyond  the  coverage  of  the  plan  selected? 


HUGH  RIVES:  I live  and  practice  in  East  Texas 
with  the  Travis  Clinic,  at  Jacksonville,  Texas,  and 
my  only  qualification  for  speaking  here  is  that 
we’ve  been  delivering  health  care  to  our  rural 
areas  for  25  years.  Having  been  deeply  involved  in 
the  process  of  rural  health  care  delivery,  CCHP 
can  be  a potent  influence  on  the  delivery  of  health 
care  in  a rural  area.  I think  group  practice  is  the 
best  mechanism  that  I know  of  to  deliver  health 
care  in  a rural  area.  We  deliver  it  in  a town  of 
10,000;  we  have  a 20-man  specialty  clinic;  there 
are  about  six  towns,  with  approximately  2,500 
people  each,  within  a radius  of  ten  or  fifteen  miles, 
and  we  wish  to  put  in  satellites  or  extension  units 
there.  I think  we  can  do  it,  but  there  are  certain 
things  that  have  to  be  considered  other  than  the 
payment  mechanism  in  rural  health  care.  The 
worst  thing  that  even  happened  to  us  was  the 
physician’s  profile.  When  a physician  goes  to  a 
rural  area,  to  a small  town,  and  he  gets  seven 
dollars  for  an  office  call,  and  then  15  or  20  miles 
away  it’s  fifteen  dollars,  he’s  just  not  going  to  go 
there.  And  you  wouldn’t  either. 

Then,  in  group  practice,  in  the  satellites  the 
physician  has  to  be  treated  as  an  equal;  he  has  to 
have  access  to  continuing  education;  he  has  to 
have  access  to  professional  relief;  he  has  to  have 
access  to  everything  that  we  have  in  group  prac- 


tice, and  all  the  fringe  benefits.  With  this  you  can 
take  care  of  the  rural  area. 

We  have  just  finished  a feasibility  study  on  an 
HMO,  and  finished  the  planning  grant,  and  the 
only  question  we  really  have  is  the  marketing,  and 
whether  or  not  we  can  market.  In  Cherokee 
County  the  average  income  per  family  is  $6,197. 
So  CCHP  could  make  a terrific  impact  on  a pre- 
paid health  care  system  in  that  area.  Now,  those 
are  just  some  remarks — we’re  out  there,  and  we’re 
doing  it,  and  I think  CCHP  would  help. 

ALAIN  ENTHOVEN:  On  the  first  question,  I 
would  say  that  we  should  not  outlaw  traditional 
insurance  plans.  I believe,  in  the  context  of  a fair 
market  test,  that  organized  systems  would  succeed 
if  consumers  had  a free  choice  on  an  equal  eco- 
nomic basis  and  could  keep  the  savings,  because 
there’s  lots  of  evidence  out  in  the  West  that  or- 
ganized systems  provide  good  quality  comprehen- 
sive care  for  a lot  less.  As  Lew  Butler  said,  Kaiser 
in  Northern  California  takes  care  of  a family  for 
$80  a month  now,  and  Blue  Cross  is  around  $1 10  a 
month. 

But  I should  think  this  transformation  ought  to 
be  voluntary  and  not  compulsory,  so  there’s  no 
ruling  out  traditional  insurance  in  this  proposal. 

Now  the  second  question:  What  supplemental 
resources  are  available  to  help  the  consumer  if  the 
care  turns  out  to  be  bad  or  inadequate? 

Time  didn’t  permit  spelling  out  the  entire  regu- 
latory scheme  this  morning,  but  of  course  there 
would  have  to  be  laws  and  regulations  defining 
what  is  a qualified  health  plan.  Not  just  any  old 
health  plan  could  receive  these  tax  credits  and 
vouchers;  only  a qualified  health  plan.  And  a 
qualified  health  plan  would  have  to  offer  a certain 
legally  defined  minimum  benefit  package,  and  it 
would  have  to  guarantee  that  there  is  a limit  to 
family  cost  sharing,  perhaps  $1,500  a year,  or 
some  number  like  that,  beyond  which  the  plan 
would  have  to  pay  all  of  the  costs.  So  I think  the 
regulatory  framework  for  qualified  plans  could 
deal  with  that  problem  and  still  leave  scope  for 
individual  choice. 


DAVID  DIXON:  We  are  in  a situation — rural 
Maine — where  we  have  both  methods  of  care;  we 
have  a prepayment  mechanism  and  we  utilize  the 
standard  mechanism. 

It  works.  We  are  competing  with  ourselves  in  a 
sense  because  the  same  physicians  work  under 
both  systems.  And  it  is  my  impression  that  every- 
body has  benefited  from  it,  and  most  of  all,  hope- 
fully, the  so-called  consumer — the  people  whom 
we  are  theoretically  taking  care  of.  And  that’s  one 
of  the  things  that  I was  concerned  about  this 
morning:  what  are  we  trying  to  do  to  people  with 
our  health  delivery  system?  What  are  the  total 
objectives  all  the  way  around?  I’m  not  sure  they 
can  be  defined.  I’m  not  sure  the  consumer  can 
define  them;  certainly,  the  physician  can’t.  And 
somehow  the  sensitivity  of  whom  we’re  taking  care 
of,  and  what  their  needs  are,  either  urban  or  rural, 
which  are  perhaps  basically  the  same,  need  to  be 
looked  at. 

DR.  ROY:  Let  me  ask  a direct  question:  If  rural 
people  were  out  there  with  this  individual  vou- 
cher, perhaps  worth  quite  a little  bit  of  money 
because  they’re  poor  rural  people,  maybe  worth 
either  80,  90,  or  even  100  percent  of  actuarial  cost 
of  health  insurance  policy,  would  resources  move 
into  those  rural  communities?  Would  organized 
groups,  such  as  Monty  Brown  works  with,  reach 
out?  Hugh’s  indicated  to  some  extent  that  he 
thinks  multi-specialty  clinics  might  reach  out. 
Would  anyone  reach  out  and  provide  the  re- 
sources for  care  once  that  purchasing  power  was 
established  in  rural  areas?  Jim  indicated  probably 
not;  Monty  indicated  probably  yes;  Hugh  some- 
where in  between.  Anybody  comment? 

RUTH  HANFT:  I think  that  depends  on  what 
happens  with  the  increased  supply  of  physicians. 
If  we  were  to  get  competition  in  the  urban  areas 
and  in  the  rural  areas  we  would  need  to  begin  to 
attract  younger  docs  who  will  have  trouble  getting 
established  in  suburban  areas,  yes. 

But  I think  it’s  going  to  happen  slowly.  I think 
there  is  an  inbetween  stage  that  you’d  have  to  go 
through,  and  that  is  the  front-ending  by  the  Fed- 
eral government  of  organized  systems  where 
there’s  a guaranteed  income  and  peer  contact  for 
the  physician.  I don’t  think  you’ll  go  day  one  from 
putting  that  voucher  out  there  and  suddenly  at- 
tracting the  services.  There’s  got  to  be  a stimulus 
in  addition  to  that. 

LANG  BURWELL:  I’ll  agree  with  Ruth  that 
organized  health  care  systems  will  not  develop  in 
rural  areas  overnite  but  I’d  just  as  soon  not  have 
front-ending  by  the  Federal  government. 

I think,  that  if  you  have  increased  purchasing 
power  out  there,  yes,  you  are  going  to  attract  more 
physicians.  I certainly  have  been  observing  that  in 


the  24  years  of  practice  in  a rural  area.  Granted 
that  the  increase  in  purchasing  power  in  our  area 
was  not  due  to  any  program  such  as  the  GCHP,  but 
there  was  a tremendous  increase  with  Medicare 
and  Medicaid.  Fhere  was  also  increased  migration 
of  patients  to  our  community  that  suddenly  caused 
a tremendous  influx  of  doctors  into  this  area. 
When  I went,  I was  the  only  specialist,  and  now 
there  are  35,  and  the  physician  population  has 
tripled  or  quadrupled. 

The  other  thing  that’s  been  mentioned,  is  physi- 
cians go  where  the  facilities  are  and  the  closing 
down  of  rural  community  hospitals  or  restricting 
their  development  is  something  that  should  he 
taken  very  seriously  hy  the  health  planners.  I think 
with  all  the  bad  things  that  have  been  said  about 
20-bed  and  30-bed  hospitals,  they  are  not  all  bad, 
and  if  you  are  going  to  keep  the  doctors  out  there 
you’ve  got  to  have  those  kinds  of  facilities,  and 
you’ve  got  to  develop  new  ones.  I think  it  is  in- 
teresting that  the  hospital  management  chains  are 
moving  into  rural  areas.  V'ou  know,  they’re  not  so 
dumb.  7'hey  know  “there’s  money  in  them  hills,” 
and  they  are  buying  up  or  getting  management 
contracts  with  those  hospitals.  There  is  also  a 
smaller  unit,  the  primary  care  center,  which  can  be 
developed  at  much  less  cost,  and  those  chains  are 
going  to  be  starting  to  develop  these  too. 

So  I think,  with  the  money  there,  (and  it  doesn’t 
all  have  to  come  from  the  Federal  government) 
you’ll  find  a lot  of  doctors  and  managerial  organi- 
zations moving  in. 

SCOTT  FLEMING:  I am  going  to  give  a very 
modest  example,  because  of  course  most  of  our 
services  are  in  very  well-served  urban  areas;  but  in 
Hawaii  we  have  four  locations  that  would  have  to 
be  classed  as  rural:  on  far  leeward  Oahu,  and  on 
windward  Oahu,  and  a couple  on  Maui.  In  fact 
from  the  base  of  an  urban  center,  if  you’re  not 
talking  about  too  much  geography,  it  is  quite 
practical  and  has  happened.  And  if  purchasing 
power  is  available,  it  will  happen  that  satellites  can 
reach  out  and  provide  good,  medical  center  based 
services. 

THOMAS  SHERLOCK:  I don’t  think  the  vou- 
cher alone  is  going  to  do  it.  I don’t  think,  in  and  of 
itself,  that  additional  purchasing  power  put  into 
the  rural  areas  is  going  to  have  sufficient  mag- 
netism. 

Remember,  that  the  movement  of  the  physician 
is  going  to  be  engendered  on  a basis  of  relatively 
more  income  potential;  in  the  urban  areas,  as- 
suming that  your  basic  coverage  is  only  the  begin- 
ning, supplemental  benefits  generated  through 
employer  labor  negotiations  are  going  to  provide 
for  many  physicians  a much  more  lucrative  ar- 
rangement compared  to  what  they  may  obtain  in 
rural  areas. 


You’re  either  going  to  have  to  put  a greater  pull 
into  it,  and  this  has  been  referred  to,  or  you’re 
going  to  have  to  put  push  into  it,  which  I think, 
Ruth,  you  were  speaking  of.  But  I don’t  think  the 
voucher,  in  and  of  itself,  is  going  to  be  a very 
reliable  mechanism  for  that. 

JIM  BERNSTEIN:  Ehere  are  many  rural  com- 
munities in  America  that  can  financially  sustain 
health  delivery  programs  and  even  turn  over  a 
profit  to  providers.  There  is  a part  of  rural 
America  that  provider  organizations  will  not  want 
to  venture  into,  based  on  this  system  alone,  but 
they  could  be  stimulated  to  reach  out  through 
some  of  the  ideas  that  I presented  earlier. 

The  larger  concern  I have  is  if  one  initiated  the 
plan  today,  what  kind  of  a system  would  develop? 
Rural  markets  are  limited.  In  those  areas  in  which 
markets  exist,  I doubt  that,  without  a periodic 
community  selection  process  rural  people  would 
not  benefit  from  the  provider  competition  on 
which  so  much  of  the  CCHP  is  predicated. 

HARVEY  ESTES:  I wanted  to  put  in  a small 
word  about  training  systems  as  they  might  impact 
on  distribution  of  physicians. 

I think  it  should  come  as  no  surprise  to  us  that  if 
we  train  physicians  through  their  entire  experi- 
ence to  work  in  hospitals,  they’re  going  to  look  for 
hospitals,  and  fairly  well-equipped  hospitals,  as  a 
requirement  for  their  practice.  We  are  now  seeing 
ambulatory-based  training  programs  for  internists, 
pediatricians,  and  family  physicians,  and  I think 
these  programs  are  having  an  impact.  It’s  my  per- 
ception, though  not  based  on  hard  data  at  this 
moment,  that  products  of  these  programs  are  sig- 
nificantly different  from  the  previous  trainees, 
both  in  their  distribution  in  practice  sites,  and  in 
their  desires  for  a future  practice.  I think  there 
will  be  a response  to  this  market,  but  I think  it 
largely  is  based  on  the  availability  of  suitable  am- 
bulatory training  programs.  The  more  ambulatory 
training  programs  we  have,  the  greater  our  future 
ability  to  meet  the  need. 

WALTER  MCCLURE:  Two  points. 

First,  regarding  rural  areas.  Again,  I want  to 
emphasize — I don’t  know  that  rural  areas  are  ever 
going  to  have  the  kind  of  choice  available  in  urban 
areas.  They  do  not  have  that  kind  of  choice  for 
anything  else;  one  of  the  prices  you  pay  for  living 
in  rural  America  is  less  choice.  The  real  problem 
that  we  have  is  getting  any  kind  of  medical  care  for 
some  rural  areas,  and  I think  that  part  of  the 
answer  is  not  Just  a voucher  in  rural  areas,  but  a 
voucher  in  rural  areas  and  a voucher  in  urban 
areas.  The  voucher  in  rural  areas  creates  the  pur- 
chasing power  so  that  if  a physician  wanted  to 
move  there  he  could  earn  a living.  But  just  having 
rural  purchasing  power  won’t  alone  necessarily 


attract  a doctor,  fhe  voucher  and  the  choice  in  the 
urbatt  areas  creates  the  cotnpetition  which  will 
narrow  practice  opportunities  in  the  urban  areas 
and  stjueeze  some  of  these  surplus  physicians  out 
to  the  rural  areas.  I really  see  no  alternative  to 
this;  as  long  as  you  pile  uj)  physicians  in  urban 
areas  who  can  earn  a living,  you’ll  never  get  physi- 
cians out  to  rural  America.  It’s  the  competition  in 
the  urban  area  which  is  essential  to  solving  the 
shortage  in  rural  America. 

Now,  the  .second  point  is  regarding  .Sid  Edel- 
man’s  second  question  on  what  happens  if  a con- 
sumer makes  a bad  choice  of  plan? 

I think  that’s  a very,  very  difficult  question  and  I 
don’t  have  any  perfect  answers  to  it,  but  I do  have 
an  equal  question  for  Sid. 

What  happens  to  a consumer  if  it  turns  out  that 
his  public  school  was  a bad  one.  Then  what  can  he 
do? 

At  least  in  the  world  of  consumer  choice  he 
could  walk  across  the  street  to  a different  health 
plan,  presuming  that  he  survived  the  ordeal. 

EDWARD  MARTIN:  Just  a couple  of  points. 

One  part  of  the  discussion  has  been  around 
rural  areas  and  the  attraction  of  dollars  and  the 
market.  This  is  belied  by  experience  in  other  areas 
where  there  are  a great  number  of  things  that  go 
into  the  decision  on  the  part  of  professionals  of 
any  discipline  or  a kind  to  go  into  rural  areas. 
Take  education  today.  The  number  of  un- 
employed teachers  on  the  market  now,  and  the 
availability  of  paying  jobs  at  comparative  salaries, 
relative  to  the  urban  areas,  with  essentially  more 
money  in  rural  areas,  has  not  resulted  in  teachers 
flocking  to  the  rural  areas.  And  I think  that’s 
clearly  the  case  with  physicians. 

Now  there  are  probably  more  people  here  w'ho 
would  like  to  believe  that  the  primary  motivation 
of  physicians  is  the  lucrative  side  of  medical  prac- 
tice. Unfortunately,  you  know,  it  would  be  easier 
for  this  system  and  other  proposals  if  that  were 
true.  But  the  facts,  I think,  are  quite  different. 
The  reasons  physicians,  professionals,  and/or  any 
other  people  move  to  other  areas  are  very  com- 
plex, and  it  has  to  do  with  familites;  it  has  to  do 
with  their  own  personal  experiences  and  expecta- 
tions in  the  area  in  which  they  live,  and  it’s  a far 
more  complex  thing  than  just  going  where  you  can 
grab  off  $52,000  or  $80,000  a year. 

I think  that  part  of  the  simplicity  of  the  pure 
market  model  is  dealing  with  the  expectation  that 
given  enough  dollars  you  can  get  a doctor.  There 
are  untold  number  of  cases  in  rural  America  today 
where  $70,000-$80,000  guaranteed  net  salaries  are 
being  offered  to  physicians  who  move  into  com- 
munities. And  we  in  the  BCHS  and  certainly  the 
American  Medical  Association  placement  service 
have  literally  hundreds  of  communities  that,  based 
on  that  single  criteria  alone,  ought  to  immediately 


attract  large  numbers  of  doctors.  The  fact  is 
they’re  not.  I think  whether  or  not  this  phenome- 
non is  working — and  some  people  have  talked 
about  how  it’s  working  in  California  or  working  on 
Oahu — I think  again,  we’ve  got  to  go  back  to  the 
heterogeneity  of  rural  America.  I mean,  going  to 
Maui  is  not  exactly  the  same  as  going  to  Rotten 
Creek,  Montana.  And  I think  that  we’re  not  talk- 
ing about  how  you  get  doctors  into  Oahu  or  .Maui; 
we’re  talking  about  how  you  get  them  into  Kansas, 
Nebraska,  and  some  of  those  more  difficult  places 
to  fill.  But  part  of  this  whole  phenomenon  is  going 
to  have  to  be  a real  critical  assessment  of  why 
doctors  go  places.  I don’t  think  they  go  there 
purely  for  money. 

On  the  positive  side,  given  the  other  alterna- 
tives, 1 w'ould  very  much  like  to  see  the  voucher 
system  for  the  purposes  of  building  capacity  and 
for  the  very  things  many  of  us  have  been  talking 
about  this  morning.  In  spite  of  the  worry  of 
monopolies,  I think  the  voucher  system  being  pro- 
posed is,  in  a prepaid  system  for  that  kind  of  care, 
clearly  superior  to  what  we  have  now,  and  cer- 
tainly superior  to  a lot  of  the  other  alternatives. 
But  I don’t  think  that  in  selling  it,  everybody 
ought  to  think  that  it’s  going  to  answer  all  the 
other  problems.  But  it  certainly  is  an  important 
ingredient  of  any  bigger  plan,  and  in  that  sense 
the  whole  idea  of  prepayment  is  positive.  But  we 
shouldn’t  be  prepared  to  over-promise  things:  the 
simplistic  notion — give  them  enough  dollars  and 
they’ll  go  anywhere — does  not  work.  We’ve  got  to 
be  very  careful  about  promising  things  that  are 
just  clearly  not  going  to  be  deliverable  for  the  next 
couple  of  decades. 

DR.  ROY:  The  reason  that  providers  likely  will 
reach  out  into  rural  areas  to  pick  up  these  vou- 
chers is  that  the  patients  then  become  associated 
w'ith  one  insurer  or  group,  Aetna,  Equitable  or 
Blue  Cross,  an  HMO,  or  HCA,  or  whatever  for  a 
given  period  of  time.  Tertiary  physicians  have  to 
have  primary  care  feeders.  And  hospitals  in  com- 
munities of  20,  30  or  40  thousand  have  to  have 
primary  care  feeders.  So,  frankly.  I’m  optimistic 
that  a voucher,  the  ability  to  pay,  in  rural  America 
would  have  quite  a positive  impact  on  the  redis- 
tribution of  resources. 

I really  believe  the  hospital  competition  in  many 
communities  and  their  necessity  for  being  fed,  so 
to  speak,  by  primary  care  plus  that  long  term 
identification,  will  attract  a lot  of  resources  to  rural 
areas. 

The  other  thing,  of  course,  is  a lot  of  people  in 
rural  America  are  poor,  so  if  the  voucher  is  in- 
creased according  to  the  inability  to  pay,  some  of 
those  will  be  pretty  fat  vouchers. 

Now,  Jim’s  question  is  a real  one.  If  they  have  to 
add  $50,  that  may  be  too  much.  We  may  have  to 
reach  out  and  persuade  them.  We  may  have  to 


maximize  the  desirability  of  the  expenditure  of  the 
voucher. 

ANNE  KIBRICK:  1 want  to  mention  one  group, 
other  than  physicians,  delivering  services  in  the 
inner-city  disadvantaged  areas  as  well  as  in  the 
rural  areas.  This  is  one  group  that  could  have  a 
tremendous  impact — the  nurses  who  by  education 
and  experience  are  prepared  to  deliver  health 
services.  When  we  talk  about  delivery  systems  we 
always  assume  that  it  is  the  physician  who  is  the 
only  deliverer  of  health  care  services;  but  I think 
nurses  today,  with  the  kinds  of  backgrounds  they 
have,  are  able  to  provide  good  primary  care  and  be 
referral  sources  when  they  cannot  handle  the 
problem.  We’ve  had  experience  with  nurse  pro- 
viders serving  many  types  of  clients  in  the  rural 
areas  of  Maine,  and  in  affluent  communities  such 
as  Rockport,  Massachusetts.  When  one  looks  at 
who  is  going  to  deliver  care  I hope  that  when  all 
these  mechanisms  are  being  worked  through  you 
won’t  forget  that  you  have  a large  group  of  allied 
health  workers  along — the  largest  group  of  health 
workers  in  the  United  States,  namely  nurses,  who 
are  quite  ready  and  able  to  take  on  increasing 
responsibilities. 

ALEXANDER  MCMAHON:  I was  a little  re- 
gretful to  hear  Tom  Sherlock’s  negative  reaction 
to  the  voucher.  I would  have  thought.  Bill,  Just  as 
you  pointed  out,  that  with  all  those  vouchers  out 
there  in  the  rural  area.  Blue  Cross  and  Blue  Shield 
and  the  commercial  carriers  would  take  another 
look  at  the  world.  They’ve  got  a lot  to  lose  from 
over-regulation  of  the  provider  side,  because  reg- 
ulation of  insurer  side  w'ill  surely  follow.  Carriers 
should  see  in  this  a very  marvelous  and  new  op- 
portunity to  move  in  and  pick  up  those  vouchers 
and  help  organize  better  systems.  We  don’t  have  to 
rely  on  the  provider  side  altogether;  it’s  a combi- 
nation of  providers  and  insurers  who  will  get  this 
job  done. 

THOMAS  SHERLOCK:  Let  me  correct  any 
misimpression  I may  have  given  Alex.  You  can 
count  on  the  best  efforts  of  Blue  Cross  to  make 
this  concept  work.  My  point  simply  shows  that  it 
may  be  necessary  to  build  special  incentives  into 
this  system  in  order  to  attract  more  physicians  to 
presently  underserved  rural  areas. 

DON  MADISON:  The  incentive  to  move  out  in 
the  rural  area  certainly  has  to  be  there,  and  I can 
think  of  at  least  two  incentives  that  are  important 
ones. 

One  is  the  incentive  that  many  of  the  existing 
service  delivery  institutions  in  the  more  populated 
areas  would  have  to  go  out  and  pick  up  those 
vouchers  in  order  to  maintain  a large  enough 
clientele  to  keep  their  secondary  and  tertiary  care 


resources  busy  and,  therefore,  financially  healthy. 

The  other  is  one  that  doesn’t  have  much  to  do 
with  the  voucher  system,  but  it  alreatly  exists,  and 
that  is  the  obligation  assumed  by  more  and  more 
physicians  in  return  for  accepting  government 
help  with  the  increasing  costs  of  their  tuition. 

But  the  voucher  system  could  provide  a further 
incentive,  one  that’s  equally  as  important  as  getting 
somebody  out  there.  That’s  the  incentive  to  stay 
longer.  There  has  always  been  high  turnover  of 
physicians  in  small  towns;  for  many  communities 
it’s  been  a tragic  thing,  because  when  a physician 
leaves,  the  private  practice  as  an  institution  also 
disappears  and  increasingly  its  getting  to  be  a 
more  expensive  thing  to  start  it  up  again.  If  we  can 
cut  down  on  that  turnover,  then  we  ought  to  do  so, 
and  in  rural  areas  that  have  less  inherent  wealth 
with  which  to  buy  medical  care  or  build  new  medi- 
cal resources,  the  existence  of  a voucher  system 
would  certainly  help. 

One  other  advantage  occurs  to  me.  I assume  that 
under  the  CCHP,  Medicaid  and  Medicare  and 
their  “reasonable  and  customary’’  approach  to 
paying  fees  that  has  kept  the  rural  physicians  from 
receiving  as  much  for  the  same  service  as  their 
urban  colleagues  would  disappear  and  that  there 
would  then  be  opportunity  for  the  rural  doctor  to 
negotiate  with  whatever  third  parties  existed  for 
equitable  payment  lest  they  exercise  their  option 
under  the  plan  to  form  an  independent  practice 
association  and  thereby  become  their  own  third 
party. 

BERT  SEIDMAN:  The  discussion  that’s  been 
going  on  in  the  past  15-20  minutes  naturally,  be- 
cause this  conference  is  built  around  the  voucher 
system,  has  been  talking  about  the  voucher  system 
as  if  it’s  the  only  system  which  is  going  to  intro- 
duce purchasing  power  in  the  rural  underserved 
areas,  or  underserved  urban  areas  for  that  matter; 
of  course,  the  voucher  system  is  not  the  only  sys- 
tem which  will  do  that.  What  we’re  talking  about 
now  is  the  obvious  advantage  of  introducing  pur- 
chasing power  into  those  areas,  but  it  can  be  done 
in  different  w'ays  and  the  voucher  system  is  by  no 
means  the  unique  system  for  doing  so,  and  in  my 
opinion  it’s  not  the  best. 


S'EEPHEN  CAULEIELI):  I’d  like  to  underscore 
something  that’s  been  said  by  Alex  .'VIcMahon  and 
also  many  others  here. 

We  have  to  link  the  physician  supply  system  with 
the  purchasing  power.  For  some  30  years,  these 
I'aft-Hartley  trusts  (U..M.W.A.  Health  and  Re- 
tirement Funds)  have  been  trying  to  provide 
health  care  to  the  coal  workers  of  rural  America, 
now  some  800,000  people,  and  clearly  having  the 
money  helps.  You  can’t  do  it  without  the  money. 
But  the  money  itself  is  not  sufficient  incentive.  If 
we’re  going  to  put  together  an  effective  delivery 
system,  third  parties  have  to  stop  being  payers  and 
start  collaborating  with  their  clients  to  be  pur- 
'chasers.  We  have  attempted  to  do  that.  It  requires 
a much  more  aggressive  and  non-traditional  role 
for  the  third  party.  We  have  attempted  to  build 
and  create  clinic  structures  and  to  link  those  clinic 
structures  with  appropriate  hospital  structures, 
thus  creating  a logical  and  coherent  system. 
There’s  no  magic  in  this  process  and  no  guarantee 
of  success.  You  see  moving  into  a system  where 
money  is  available  what  might  be  charac- 
terized as  the  mercenaries.  That  will  happen: 
there  will  be  mercenaries  following  Sutton’s  law, 
going  where  the  money  is.  It  is  important  to  sort 
out  the  mercenaries  from  the  dedicated  and  moti- 
vated people  who  are  willing  to  work  in  a logical 
and  rational  system.  This  is  a hard  task  and  it 
requires  the  collaboration  of  the  consumer,  the 
third  parties  which  will  serve  as  the  purchaser  for 
a collective  group  of  consumers,  and  the  provider. 
What  I’ve  heard  here  today  is  a mix  of  proposals 
that  are  both  encouraging  and  distressing.  I am 
distressed  by  suggestions  that  rush  to  embrace  the 
private  sector’s  for-profit  motive  on  the  competi- 
tion side.  In  our  part  of  the  system  in  our  part  of 
the  world  we’ve  seen  the  proprietaries  move  in  and 
cream  the  hospital  care  business,  leaving  the  rest 
of  us  to  pay  for  the  non-profitable,  but  necessary 
kinds  of  services,  whether  they  be  emergency 
rooms  or  acute  care  units,  ICU’s,  CCU’s,  things 
like  this. 

It’s  difficult  to  conclude  that  the  proprietary 
sector’s  active  response  to  a profit  motivation  is 
necessarily  good.  I’m  not  saying  it’s  necessarily 
bad,  but  let’s  be  very  cautious  before  we  embrace  a 
compartmentalized  system  that  seems  to  favor  only 
the  profit  sector.  Thank  you. 


National  health  insurance 

for  inner  city  underserved  areas: 

general  criteria  and  analysis 

of  a proposed  administrative  mechanism 

David  A.  Kindig,  M.D.,  Ph.D. 

Victor  W.  Sidel,  M.D. 

Irwin  Birnbaum,  J.D. 


Definition  of  inner-city  underserved  population 

We  have  been  asked  to  address  ourselves  to  the 
impact  that  a proposed  mechanism  for  the  admin- 
istration of  national  health  insurance  will  have  on 
health  care  and  medical  care  services  for  urban 
underserved  people.  At  the  outset,  it  must  be 
made  clear  that  there  are  difficult  problems  in 
defining  the  size,  nature,  and  location  of  this 
“target”  population  within  the  “metropolitan 
areas”  typically  used  for  statistical  analysis.  Urban 
areas  consist  of  large  numbers  of  rich  and  poor, 
black  and  white,  healthy  and  sick,  and  well-served 
and  underserved. 

But  as  many  members  of  the  middle  class  flee, 
inner-city  areas  of  the  United  States  are  increas- 
ingly populated  by  two  groups  of  people:  (1)  the 
quite  affluent,  who  except  for  catastrophic  events 
are  largely  able  to  purchase  the  services  they 
need — in  health  care  as  in  other  areas — in  the 
private  market;  and  (2)  the  quite  poor,  who  are 
largely  dependent  on  public  services  in  meeting 
their  human  needs.'  The  first  group  can  usually 
find  the  services  they  need  in  the  inner  city;  al- 
though the  quality  and  cost  of  services  are  in- 
creasingly being  criticized,  this  group  can  hardly 
be  defined  as  underserved.  It  is  in  general  only  for 
the  poor  that  the  inner  city  is  an  “underserved 
area”  for  medical  care. 

It  is  possible,  and  indeed  appropriate,  to  broadly 
define  and  characterize  the  urban  poor  for  the 
purposes  of  an  analysis  like  this.  However,  it  must 
be  remembered  that  any  health  insurance  program 
which  is  partly  or  entirely  targeted  at  that  popula- 
tion would  require  much  more  precise  definitions 
and  would  pay  considerable  attention  to  the  varia- 
tions in  that  group’s  needs,  “relative  under-serv- 
ice,” and  access  to  services. 


Problems  of  health,  and  of  health  care  and 
medical  care,  in  inner-city  underserved  areas. 

Poor  people  are  significantly  sicker  than  are 
more  affluent  people  in  the  United  States:  While 


there  is  still  considerable  debate  whether  or  not 
the  poor  in  the  United  States  have  more  sickness 
than  the  affluent  because  they  are  poor  or  whether 
those  who  are  sick  are  poorer  because  they  are  sick 
(“the  downward-drift”  hypothesis),  there  is  abso- 
lutely no  dispute  about  the  fact  that  the  poor,  both 
in  cities  and  in  rural  areas,  have  significantly  more 
illness — and  different  illness — than  do  the  more 
affluent.  The  data  demonstrating  the  differences 
are  voluminous  and  not  dissimilar  from  those  dis- 
cussed by  Ur.  Martin  for  rural  underserved  areas; 
and  we  will  cite  only  a few'  examples. 

• A survey  was  conducted  in  1969-1971  b\  the 
National  Center  for  Health  Statistics  in  “poverty” 
and  “non-poverty”  areas  of  nineteen  large  cities  of 
the  United  States.  The  data  collected,  a summary 
of  which  are  show  n in  Table  1,  indicate,  for  exam- 
ple, an  infant  mortality  rate  50%  higher  in  the 
poverty  areas  than  in  the  non-poverty  areas  and  a 
death  rate  from  tuberculosis  three  times  as  high  in 
the  poverty  areas  as  in  the  non-poverty  areas.'' 

• Data  collected  by  the  New  York  City  Com- 
prehensive Health  Planning  Agency  show  the  dif- 
ference in  health  status  between  the  poor  and  the 
affluent  in  the  Bronx,  New'  York,  where  we  work; 
examples  of  the  data  are  shown  in  Table  2.  Health 
District  A is  the  area  commonly  known  as  the 
South  Bronx;  Health  District  E is  the  Northwest 
Bronx.  The  two  districts  are  four  miles  apart.  Yet 
the  differences  in  infant  mortality,  in  incidence  of 
most  illnesses,  and  in  mortality  rates  (except  for 
accidents)  between  the  two  are  staggering. 

• Surveys  performed  by  the  United  States  Public 
Health  Service  in  the  early  1970’s  indicate  that 
people  aged  17-44  with  family  incomes  under 
$5000  per  year  had  a 30%  higher  prevalence  of 
chronic  conditions  such  as  arthritis  and  heart  dis- 
ease and  a 50%  higher  rate  of  diabetes  and 
hypertension  and  of  hearing  and  vision  impair- 
ments than  did  those  with  annual  family  incomes 
higher  than  $15,000.  The  poor  in  this  age  group 
also  lost  50%  more  days  of  work  each  year  and 
they  had  100%  more  (twice  as  many)  days  of  re- 
stricted activity  and  days  of  bed  disability  than  did 
the  wealthy;  while  2.5%  (one  of  every  40)  of  those 


in  this  age  group  with  low  incomes  had  limitation 
of  mobility  (defined  as  “confined  to  the  house, 
needs  help  in  getting  around,  having  trouble  get- 
ting around  alone”),  only  0.4%  (one  in  250)  of 
those  in  the  high  income  category  had  similar 
limitations. 

Similar  differences  occur  in  all  age  groups.  For 
example,  7.7%  of  those  with  family  income  under 
$5000  had  a health  status  assessed  “poor,”  com- 
pared to  only  0.8%  of  those  with  incomes  of 
$15,000  or  more;  conversely,  only  32.4%  of  those 
with  family  income  under  $5000  had  their  health 
assessed  as  “excellent,”  compared  with  60%  of 
those  with  incomes  of  $15,000  or  more.  The  dif- 
ferences in  restricted  activity  and  bed  disability 
days  by  family  income  are  shown  in  Figure  1 and 
the  percent  of  persons  with  chronic  conditions 
causing  limitation  or  inability  to  carry  on  major 
activity  by  family  income  and  age  are  shown  in 
Figure  2.^’^  Both  demonstrate  that  disability  is 
correlated  strongly  with  poverty. 

• A detailed  study  conducted  in  1,266  poor 
households  in  Nashville,  Tennessee  in  1972-73 
further  documents  the  problems.  About  600 
people  in  these  households  were  interviewed  at 
length  and  given  medical  and  dental  examinations. 
Some  94%  of  those  examined  had  a nutritional 
problem.  More  than  half  of  the  families  spend  less 


than  $10  a week  on  1(kkI,  and  a cpiarter  of  the 
families  spend  less  than  .$7  a week  per  person  for 
food.  Fhe  federally-recommended  amount  is  $13 
to  $ 1 5 a week.'^ 

• One  of  the  consequences  of  poor  nutrition  is 
shown  in  Figure  3 which  illustrates  the  findings  of 
the  first  Health  and  Nutrition  F^xamination  Sur- 
vey in  the  U.S.,  in  1971-72.  Of  black  children  aged 
1-5  with  income  below  the  poverty  level,  9.3%  had 
low  hemoglobin  levels  and  4.9%  of  the  white  p(Kjr 
children  had  low  levels,  compared  with  7.7%  of 
black  children  and  1.2%  of  the  white  children 
above  the  poverty  level  with  low'  values.'’ 


The  urban  poor  are  significantly  less  well 
served  by  health  care  and  medical  care,  particu- 
larly in  the  area  of  preventive  medicine:  In  the 

study  of  poverty  and  non-poverty  areas  of  19  cities 
shown  in  Table  1,  the  pre-natal  care  in  the  poverty 
areas  was  significantly  less  than  pre-natal  care  in 
the  non-poverty  areas;  5%  of  the  live  births  in  the 
poverty  areas  had  no  pre-natal  care  prior  to  deliv- 
ery compared  to  1.8%  of  live  births  in  the  non- 
poverty area. 

In  the  Nashville  study,  95%  of  the  people  inter- 
viewed had  what  the  investigators  felt  to  be  in- 


Table  1.  Vital  statistics  measures  for  the  United  States,  and  by  poverty  status  of  area  of  residence  and 

color  for  a total  of  19  selected  cities:  1969-71 


Vital  statistics  measure 

United 

States 

Total,  aii  cities 

AH 

Poverty  areas 

Aii 

Nonpoverty 

areas 

All 

1969-71 

Totai 

White 

Other 

Totai 

White 

Other 

Totai 

White 

Other 

Crude  birth  rate  

(per  1,000  population) 

17.9 

17.9 

15.6 

23.9 

23.5 

21.6 

24.5 

16.1 

14.7 

23.1 

Fertility  rate 

(per  1 ,000  women  1 5-44  years) 

85.5 

84.3 

76.6 

101.1 

105.2 

103.7 

106.0 

77.0 

72.4 

95.6 

Crude  death  rate  

(per  1,000  population) 

9.5 

10.9 

11.8 

8.9 

12.0 

14.6 

10.5 

10.6 

11.3 

6.7 

Low  birth  weight’  (2,500  grams  or  less)  

(per  100  live  births) 

7.9 

9.9 

7.4 

13.9 

13.1 

9.3 

15.1 

8.3 

7.0 

12.4 

Illegitimate  births’  

(per  100  live  births) 

Lack  of  prenatal  care^  (Live  births  to 

10.7 

22.3 

10.3 

41.6 

40.8 

23.7 

49.5 

13.1 

7.3 

30.9 

mothers  with  no  care)  

(per  100  live  births) 

Education  of  mother^  (Live  births  to 
mothers  with  less  than  1 2 years  of 

1.7 

2.8 

1.9 

4.2 

5.0 

4.2 

5.3 

1.8 

1.5 

2.8 

education)  

(per  100  live  births) 

31.1 

39.1 

32.7 

50.5 

58.5 

54.8 

60.4 

29.9 

28.1 

36.2 

Infant  mortality  rate  

(per  1 ,000  live  births) 

20.0 

23.2 

18.6 

30.7 

30.2 

24.2 

33.4 

19.7 

17.4 

27.0 

Fetal  death  ratio  “ 

(per  1 ,000  live  births) 

13.9 

18.3 

13.6 

25.7 

23.5 

17.4 

25.9 

16.0 

13.0 

25.4 

Death  rate  for  tuberculosis 

(per  100,000  population) 

2.5 

4.7 

3.5 

7.5 

9.5 

8.7 

10.0 

3.0 

2.8 

4.3 

Death  rate  for  violent  causes 

(per  100,000  population) 

76.4 

75.3 

65.8 

98.6 

115.5 

112.7 

117.1 

61.9 

59.0 

75.7 

'Percents  based  on  1 8 cities.  '’Percents  based  on  6 cities. 

* Percents  based  on  1 2 cities.  ‘Ratios  based  on  1 4 cities. 


Table  2.  Bronx  Health  Statistics,  1970 


New  York 
City 

Bronx  Health 
District  A 
(South 
Bronx) 

Bronx  Health 
District  E 
(Northwest 
Bronx) 

Percent  of  Population  .... 
Aged  1 4 or  less 

. . . 24% 

37% 

17% 

Percent  of  Population  .... 
Aged  65  or  more 

. ..  12% 

5% 

19% 

Percent  of  Population  

"Non-white" 

. . . 23% 

39% 

4% 

Percent  of  Population  .... 
"Puerto  Rican" 

. ..  10% 

52% 

2% 

Median  Family  Income  . . . 
Infant  Mortality  Rate* 

. . . $9,700 

$5,400 

$11,700 

"White"  

. . . 22.8 

16.4 

12.2 

"Non-white"  

Cause-Specific 
Death  Rates** 

. . . 33.6 

24.4 

Accidents  

23 

28 

32 

Homicides  

13 

32 

4 

Drug  Dependence  

Incidence  of  Reportable 
Disease*** 

9 

24 

1 

Syphilis  

120 

187 

23 

Gonorrhea  

432 

674 

69 

Hepatitis  

57 

62 

15 

Lead  Poisoning  

34 

67 

2 

Measles 

15 

30 

2 

Tuberculosis  

33 

61 

10 

* Deaths  under  1 year  of  age  per  1 000  live  births 
"Deaths  per  100,000  people 
Reported  cases  per  1 00,000  people 


adequate  dental  care  and  in  only  14%  of  the 
households  where  there  were  persons  with  already 
diagnosed  medical  problems  were  those  persons 
getting  proper  medical  attention.  Three  out  of 
every  four  people  given  laboratory  tests  in  the 
survey  were  found  to  have  abnormalities  requiring 
further  evaluation. 

Although  there  is  evidence  that  people  with  low 
incomes  make  somewhat  more  physician  visits  per 
year  than  do  more  affluent  people,  the  differential 
is  far  less  than  the  differential  in  illness  and  dis- 
ability (Figure  4).^  Furthermore,  the  amount  of 
preventive  medicine  received  by  the  poor  is  very 
much  less  than  that  received  by  the  affluent  (Fig- 
ures 5 and  6).®’® 

Immunization  levels  are  far  poorer  among  the 
poor  than  among  the  affluent.  In  the  recent  out- 
break of  diphtheria  in  San  Antonio  those  most 
affected  were  the  Chicano  and  black  populations, 
with  disease  rates  over  10  times  that  of  the  white 
population.  The  differences  are  shown  in  Table 

Even  diseases  that  have  been  “conquered”  pro- 
vide examples  of  the  grossest  form  of  inequity 
during  the  process  of  conquest.  When 
poliomyelitis  was  still  widespread  in  the  United 


Figure  1.  Restricted  Activity  and  Bed  Disability 
Days  Per  Person  Per  Year,  by  Family  Income 
(U.S.A.,  1971).* 


$3,000  4,999  6,999  9,999  14.999  and  over 

Family  income 

‘ Civilian,  non-institutionalized  population. 

Source:  U S.  National  Center  for  Health  Statistics.  Disability  Days:  U S.  1971, 
Public  Health  Service,  Series  10,  No.  90  (Rockville,  Maryland.  June  1974),  Table 
G.  page  7. 


Figure  2.  Percent  of  Persons  With  Chronic 
Conditions  Causing  Limitation  in  or  Inability  to 
Carry  on  Major  Activity,  by  Family  Income  and 
Age(U.S.A.,  1969-1970).* 


‘Civilian,  non-institutionalized  population. 


Source:  U.S.  National  Center  for  Health  Statistics,  Limitations  of  Activity  Due  to 
Chronic  Conditions:  U.S.,  1969  and  1970.  Public  Health  Service  Series  10,  No. 
80,  (Rockville,  Maryland,  April  1973),  Table  3,  p.  19. 


Figure  3.  Percent  of  Children  Ages  1-5  Years 
with  Low  Hemoglobin  Values,  by  Color  for 
Income  Levels:  United  States,  1971-72 
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Percent  of  Children  Ages  1-5  Years  Consuming 
Less  Than  3.0  mgs  of  Iron  on  a Given  Day  by 
Color  for  Income  Levels:  U.S.,  1971-72  (HANES 
Preliminary) 


Income  below  Income  above 

poverty  level  ’ poverty  level  ’ 


’Excludes  persons  with  unknown  income 

Source:  National  Center  for  Health  Statistics:  Preliminary  Findings  of  the  First 
Health  Nutrition  Examination  Survey,  United  States,  1971-1972:  Dietary  Intake 
and  Biochemical  Findings.  DHEW  Pub.  No.  (HRA)  74-1219. 


Table  3.  Diphtheria  in  San  Antonio,  1970 

No.  of 

Cases  per  100,000 

Ethnic  Group 

Cases 

Population 

White-Spanish  surname 

....  156 

48.6 

(Chicane) 

Black — All  surnames 

. . . . 25 

45.6 

White — Non-Spanish  surname  . . . . 

....  15 

3.8 

Socioeconomic  Status 


Upper  25% 
Middle  50% 
Lower  25% 


9 5.6 

78  25.2 

107  62.9 


Figure  4.  Relative  Number  of  Physician  Visits*, 
of  Persons  with  Limited  Activity,  and  of  Bed 
Disability  Days,  by  Family  Income**  (U.S.A., 
1971). 
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‘Excludes  visits  to  patients  in  hospitals. 

“Highest  income  intervai  for  days  of  restricted  activity  and  bed  disability  is 
$10,000  and  more. 

Sources  (1)  U.S.  National  Center  for  Health  Statistics.  Physician  Visits — Volume 
and  Interval  Since  Last  Visit:  U.S.-1971,  Pubiic  Heaith  Service.  Series  10.  No.  97. 
Rockville,  Maryland,  March  1975,  Table  6,  p.  20. 

(2)  U.S.  National  Center  for  Health  Statistics.  Disability  Days:  U.S.  1971.  Public 
Health  Service.  Series  10,  No.  90,  Rockvilie,  Maryiand,  June  1974,  Tabie  M,  p. 
13. 


States  the  virus  could  be  encountered  in  swimming 
holes  and  elsewhere  in  the  childhood  environment 
of  the  poor. 

Paralytic  polio,  in  contrast  with  a milder  non- 
paralytic form,  often  spared  these  children,  who 
because  of  their  poverty  had  had  earlier  exposure 
to  the  virus  and  were  naturally  immunized  by 
having  a mild  form  of  the  illness  earlier  in  life. 
Paralytic  polio  was  therefore  largely  concentrated 
among  upper  and  middle  class  people  who  lacked 
this  early  environment  exposure  to  the  virus. 

As  early  natural  exposure  of  children  to  the 
virus  was  reduced  by  environmental  improvement 
and  as  the  polio  vaccine  was  introduced 
inequitably — largely  through  private  doctors — in 
the  United  States,  the  pattern  of  paralytic  polio 
changed  drastically.  The  children  of  the  affluent 
were  protected  by  immunization  obtained  through 
their  private  pediatricians;  the  children  of  the 
poor  were  often  unprotected,  without  benefit  of 
either  early  exposure  or  immunization.  As  a result 
the  polio  epidemics  of  the  late  1950’s  largely 
struck  the  poor  (Table  4).  This  was  a transient 
phenomenon,  since  extremely  few  new  cases  of 
paralytic  polio  occur  in  the  United  States  at  the 


Figure  5.  Relationship  Between  Use  of 
Physicians  Services  for  Preventive  and  Routine 
Service  and  Income  (U.S.A.,  Fiscal  Year  1964). 


Figure  6.  Relative  Number  of  Physician  Visits 
Per  Person  Per  Year  by  Income 
and  Type  of  Visits  (U.S.A.,  1971). 
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Sources:  (1)  Staff  Committee  on  Ways  and  Means.  Basic  Facts  on  the  Health 
Industry.  Washington,  D C..  1971,  pp.  32-33.  Based  on  information  taken  from:  E. 
L.  White.  "A  Graphic  Presentation  on  Age  and  Income  Differentials  in  Selected 
Aspects  of  Morbidity,  Disability  and  Utilization  of  Health  Services."  Inquiry,  Vol. 
5.  Blue  Cross  Association.  March  1968. 

(2)  U S.  National  Center  for  Health  Statistics,  Characteristics  ot  Patients  ol 
Selected  Types  ot  Medical  Specialties  and  Practitioners:  United  States,  July 
1963-June  1964,  Public  Health  Service  Pub.  No.  1000,  Series  10.  No.  28. 
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Rockville,  Maryland.  March  1975.  Table  1 7.  pg.  31. 


Table  4.  Poliomyelitis  in  Des  Moines 


present  time.  But  the  low  current  level  of  immuni- 
zation means  that  the  potential  for  future  disaster 
continues.** 

Measles  is  yet  another  example  of  the  gross 
differential  in  protection  afforded  the  poor  com- 
pared to  that  of  the  rich.  In  a recent  study  of 
pre-school  children  in  New  York  City,  two  to  three 
times  as  many  children  in  poor  neighborhoods 
were  unprotected  against  measles  as  those  in 
wealthy  neighborhoods. 

The  result  of  this  pattern  of  protection  in  U.S. 
cities  is  that  when  measles  epidemics  occur,  they 
occur  largely  among  poor  children.  Data  from  a 
1970  epidemic  in  Los  Angeles,  shown  in  Table  5, 
are  an  example.*^ 


1952  1959 

Race  and  Cases  per  Cases  per 

Socioeconomic  No.  of  100,000  No.  of  100,000 

Group  Cases  Population  Cases  Population 


White 

Upper 134  224.4  10  15.6 

Middle  128  143.3  50  51.5 

Lower 50  159.7  42  132.9 

Black 3 30.9  33  320.4 


Table  5. 172  Measles  Patients,  by 
Socioeconomic  Status,  Los  Angles  County, 
May  1, 1970-December  31, 1970 


Socioeconomic  Group 


No.  of  Patients  Percent 


There  are  major  barriers  to  access  to  health 
care  and  medical  care  for  the  urban  poor: 

1 . Payment  barriers 

The  percentage  of  family  income  spent  on 
medical  care  in  1970  by  the  poor  (12.6%  for  those 
with  family  income  under  $2000  a year)  was  still 
significantly  higher  than  the  percent  paid  by  the 


Lower 

Lower-Middle 

Upper-Middle 

Upper 

Unknown  

Total  


Ill  65 

37  22 

4 2 

9 5 

11  6 

172  100 


rich  (3.5%  for  those  with  incomes  of  $7,500  a year 
or  more),  even  though  the  mean  annual  expenses 
of  the  rich  families  were  higher  than  those  of  the 
poor.  This  inequity  persists  despite  the  fact  that 
the  health  care  expenses  of  the  poor  were  the 
target  first  of  the  Kerr-Mills  Act  and  then  of 
Medicaid.  The  problems  of  the.se  two  welfare  pro- 
gran;3  (as  contrasted  with  social  insurance  pro- 
grams) have  been  well  documented  elsewhere  and 
will  not  be  repeated  here.''^ 

In  brief,  even  as  a methofl  for  reducing  payment 
barriers  to  care,  Medicaid  is  severely  Hawed.  It 
indeed  has  removed  some  payment  barriers  for 
those  who  can  pass  the  means  test  (which  differs  in 
level  from  state  to  state),  but  in  order  to  pass  the 
means  test  for  eligibility  many  families  would  have 
to  give  up  their  meager  life  savings — which  they 
not  unnaturally  refuse  to  do  until  the  illness  be- 
comes life-threatening  or  until  their  savings  have 
been  depleted  by  the  illness.  The  process  of  dem- 
onstrating eligibility  is  often  harrowing  and  de- 
meaning. In  consequency  many  of  the  poor  who 
will  not  attempt  to  pass  the  means  test  and  all  the 
near-poor  (“medically-indigent”)  who  cannot  pass 
the  means  test  are  financially  destroyed  by  even 
“routine”  medical  expenses  or  must  accept  the 
services  of  a “charity”  medical  care  system. 

For  those  who  have  passed  the  means  test  and 
are  Medicaid  eligible  there  are  still  financial  bar- 
riers to  care.  Examples  of  financial  costs  involved 
in  access  to  medical  care  which  are  not  covered  by 
current  reimbursement  mechanisms,  such  as 
transportation  costs  (except  for  coverage  in  some 
states),  costs  of  baby-sitting  for  the  children  left  at 
home,  and  costs  of  missing  time  from  work. 

But  even  where  the  financial  barrier  to  access  to 
care  has  been  overcome — or  significantly  re- 
duced— there  remain  important  barriers  to  health 
care  and  medical  care  for  poor  urban  people. 
Some  of  these  lie  in  the  special  social  characteris- 
tics of  the  poor;  others  lie  in  the  organization  of 
medical  care  in  the  United  States. 


2.  Barriers  due  to  the  special  social  characteristics 
of  the  poor:  Poor  organizational  skills — Poor 

people  are  poorly  equipped  by  education  and  ex- 
perience to  deal  with  our  current  medical  care 
system.  Their  own  organizational  life  is  more  likely 
to  be  meager  than  is  that  of  the  rich.  Keeping 
appointments  rarely  appears  as  important  to  the 
poor  as  to  the  rich.  This  doesn’t  imply  that  the 
poor  are  any  less  intelligent  than  the  rich  or  that 
some  of  the  poor  are  not  extremely  skilled  in 
dealing  with  complex  institutions.  But  on  the 
whole  the  poor — and  particularly  the  sick  poor — 
are  less  able  to  manipulate  medical  care  institu- 
tions than  are  the  rich. 

Poor  information — Poor  people  are  less  likely  to 
have  appropriate  information  on  how  to  use  the 
health  care  system  to  protect  their  health.  For 


example,  in  the  1950’s  the  sociologist  K.E.  Koos 
perforttied  a study  on  attitudes  toward  care  in  a 
city  in  upstate  New  York  and  health  care  re- 
searchers Rosenfeld,  Katz,  and  Donabeflian 
studied  actual  patterns  of  care  in  Boston."*  Both 
studies  showed  that  the  poor  are  much  less  likely 
to  recognize  or  to  deal  effectively  early  with 
symptoms  of  potentially  datigerous  disease  than 
are  the  affiuent. 

Conflicting  cultural  practices — .'Vlany  poor  people 
have  culture-determined  health  practices  which 
couHict  with  those  of  the  established  health  care 
system.  Many  Hispanic  patients,  for  example,  be- 
lieve in  a theory  of  health  and  disease  derived 
from  Hippocratic  humoral  principles.  In  their 
view,  diseases,  medicines,  and  foods  are  divided 
into  those  which  are  considered  “hot”  and  “cold”, 
categories  which  bear  little  or  no  relationship  with 
their  actual  temperature.  “Cold”  medications  or 
foods  are  thought  to  be  harmful  to  “cold”  condi- 
tions. If  the  physician  is  not  aware  of  this  cultural 
belief  system  and  prescribes  therapy  inconsistent 
with  it,  the  physician’s  advice  is  not  likely  to  be 
followed  by  the  patient.*^ 

Broken  families — One-half  of  the  urban  poor 
families  in  the  United  States  have  only  one  parent 
in  the  home,  with  consequent  problems  in  ar- 
ranging for  medical  care  for  children  as  well  as  for 
the  single  parent. 

“Non-legal”  status — A significant  number  of  the 
urban  poor  are  aliens  in  the  U.S.  in  an  “un- 
documented” or  “illegal”  status.  The  Immigration 
and  Naturalization  Service  estimates  that  there  are 
6.8  million  “illegal  aliens”  in  the  U.S.,  more  than 
85%  of  them  in  urban  areas.  Other  estimates  range 
as  high  as  10  million.  New  York  City  alone  has  an 
estimated  1.5  million.  They  are  often  required  to 
use  false  documents  and  false  social  security  num- 
bers in  order  to  register  for  publically-provided 
social  and  medical  services.  Rather  than  risk  de- 
tection, harrassment  and  possible  deportation, 
they  delay  seeking  needed  care  or  attempt  to  pur- 
chase it  on  the  private  market  with  “no  questions 
asked.” 

This  analysis  of  the  special  social  characteristics 
of  the  urban  poor  should  not  be  interpreted  as 
“blaming  the  victim.”  It  is  almost  invariably  factors 
impinging  on  the  poor  individual  or  com- 
munity— rather  than  any  inherent  individual 
“faults” — which  result  in  these  attitudes,  practices, 
and  problems.  In  a heterogeneous  and  wealthy 
society,  is  it  too  much  to  expect  that  the  health 
care  and  medical  care  system  accommodate  itself 
to  those  who  are  poor  and  sick  but  have  different 
life  styles  rather  than  that  those  with  different  life 
styles  accommodate  themselves  to  the  system? 


3.  Barriers  due  to  the  organization  of  medical 
care:  *'*  Apparently  accommodation  to  the  poor 


patient  is  indeed  too  much  to  expect  from  the 
current  U.S.  health  care  and  medical  care  system, 
which  is  designed  largely  to  meet  the  needs  of  the 
professionals  who  work  in  it  or  its  middle  class  and 
upper  class  users.  Examples  of  the  system’s  indif- 
ference to  the  needs  of  the  poor  abound: 

• There  are  fewer  physicians  and  other  health 
workers — both  generalists  and  specialists — serving 
the  people  of  poor  areas.  This  fact  is  often  dif- 
ficult to  demonstrate  because  large  teaching 
hospitals — with  large  number  of  specialists  and 
house  staff — are  often  located  in  such  areas.  But 
these  facilities  and  their  staffs  often  serve  a popu- 
lation which  comes  from  far  beyond  the  local  poor 
community.  The  general  practitioners  who  at  one 
time  practiced  in  large  numbers  in  such  areas  have 
left  or  have  markedly  curtailed  their  hours.  The 
“shared  facilities”  w'hich  have  moved  into  some 
such  areas  in  response  to  Medicaid  (the  “Medicaid 
Mills”)  are  usually  staffed  by  part-time  physicians 
and  are  open  only  a limited  part  of  the  day.  And 
the  number  of  neighborhood  health  centers  sup- 
ported by  governmental  funds  are  too  few  to  have 
much  impact.  An  example  of  the  differences  in 
physician  availability  between  poor  urban  areas 
and  affluent  areas  is  shown  in  Figure  7.^® 

• Another  barrier  to  access  to  care  is  the  com- 
plexity of  the  large  medical  care  institution  in  the 
area.  Poor  people  who,  as  we  have  discussed,  often 
have  difficulty  dealing  with  large  and  complex 
institutions,  are  often  forced  to  go  from  clinic  to 
clinic  or  laboratory  to  laboratory,  and  may  become 
confused  or  reluctant  to  continue  with  care  when 
faced  with  the  complexity  of  scheduling  and 
keeping  appointments. 

• The  “professionalization”  and  middle  class 
bias  of  many  health  workers  create  further  bar- 
riers to  care.  Physicians — and  to  a large  extent 
nurses  and  other  health  workers — have  been 
trained  and  now  work  in  settings  which  emphasize 
technology  over  humane  care,  which  teach  and 
reward  communication  with  other  professionals 
rather  than  communication  with  patients.  Fur- 
thermore, most  physicians — and  many  health 
workers — to  whom  the  poor  must  turn  have  mid- 
dle class  or  even  upper  class  backgrounds  which 
given  them  little  insight  into  the  problems  faced  by 
the  poor.  Poor  patients’  attempts  to  explain  their 
problems  to  such  health  workers  often  lead  to 
frustration  on  both  sides  and  to  poor  medical  care. 

• The  services  used  by  the  urban  poor  are  likely 
to  be  fragmented,  uncoordinated,  with  no  single 
physician  or  other  health  worker  taking  responsi- 
bility for  helping  the  patient  to  coordinate  the  dif- 
ferent services  needed.  If  this  is  compounded  by 
the  simultaneous  illness  of  several  different  family 
members,  the  fragmentation  and  lack  of  coordina- 
tion makes  poor  medical  care  almost  inevitable. 


Figure  7.  Relative  Physician-Population  Ratios, 
by  Specialty,  in  Groups  of  Census  Tracts* 
Arrayed  by  Socio-economic  Status 
(Boston  and  Brookline,  Massachusetts, 
1940  and  1961). 


High  Low 

Census  tracts  by  socioeconomic  status 

* Census  tracts  are  arrayed  by  rank  on  a combined  score  of  income,  education 
and  occupation,  and  divided  into  5 groups  of  approximately  equal  population.  The 
numerator  of  the  physician-population  ratio  is  the  number  of  physicians  whose 
offices  are  located  in  the  specified  census  tracts  excluding  physicians  with 
addresses  in  hospitals  or  medical  schools  and  those  not  usually  Involved  in 
clinical  practice. 

Source:  J.  L.  Dorsey.  "The  Distribution  of  Physicians  by  Census  Tract.  Boston 
and  Brookline.  1940  and  1961,"  Master’s  Essay  (Department  of 
Epidemiology  and  Public  Health.  Yale  University  School  of  Medicine. 
1960),  Tables,  pp.  123-134. 

See  also  Medical  Care  7 (November-December,  1969),  pp.  429-440. 

Protection  and  promotion  of  health  for  the 
urban  poor  requires  not  only  conventionally- 
defined  health  care  and  medical  care  services  but 
also  jobs,  community  stability,  and  a feeling  of 
control  over  their  own  lives,  conditions  to  which 
the  health  care  and  medical  care  systems  should 
contribute:  Improvement  in  the  health  of  the  poor 
requires  more  than  the  usual  services  of  a health 
care  system.  The  inner-city  poor,  much  more  than 
the  affluent,  lack  jobs,  community  stability,  and  a 
feeling  of  control  over  their  own  lives.  In  August 
1977  the  seasonally-adjusted  unemployment 
among  black  people  in  the  labor  market  was 
15.5%;  among  whites  it  was  6.3%.  Among  black 
teenagers  it  was  an  incredible  40%. The  U.S. 
health  care  and  medical  care  system,  which  en- 
compasses about  9%  of  our  GNP,  is  often  one  of 
the  few  sources  of  jobs  and  stability  in  inner-urban 
areas,  which  can  either  contribute  to  these  aspects 
of  the  health  of  the  urban  poor  or  detract  from 
them.  Too  often  decisions  in  the  health  care  and 
medical  care  system  are  based  purely  on  “profes- 


sional”  assessment  of  medical  care  needs  or  on 
cost-benefit  consideratons.  But  the  needs  are  too 
narrowly  defined  and  the  cost-benefit  arguments 
are  based  on  incomplete  definitions  of  both  bene- 
fits and  costs.  Unless  social  supports  which  con- 
tribute to  health,  and  social  deterioration  which 
detracts  from  it,  are  included  in  the  analysis,  the 
impact  of  the  health  care  system — and  of  any  pro- 
posed administratve  mechanism  for  national 
health  insurance — on  health  cannot  be  appro- 
priately evaluated. 


Criteria  for  a nationai  health  insurance  program 
that  wiil  meet  the  needs  of  urban  underserved 
people. 

Before  proceeding  to  an  analysis  of  the  effect  of 
the  proposed  administrative  mechanism  on  the 
health  care  and  medical  care  services  of  the  urban 
poor,  criteria  must  be  provided  against  which  the 
proposed  mechanism,  or  any  proposed 
mechanism,  for  a national  health  insurance  pro- 
gram can  be  judged.  Indeed,  we  feel  that  signifi- 
cant results  will  come  from  this  conference  only  if 
some  developing  consensus  around  criteria  can  be 
achieved.  If  such  were  to  happen,  the  analysis  and 
evaluation  of  this  proposal  and  of  the  many  others 
that  will  surely  be  presented  prior  to  the  enact- 
ment of  any  program  would  be  facilitated.  Not 
proceeding  in  this  fashion  permits  those  proposing 
particular  administrative  mechanisms  to  set  the 
ground  rules  for  debate  and  discussion  in  an  ad 
hoc  fashion  and  therefore  narrows  the  range  of 
alternatives  to  be  considered. 

The  criteria  presented  here  draw  heavily  upon  a 
list  of  criteria  that  two  of  us  presented  at  a confer- 
ence on  national  health  insurance  in  1970.^®  Most 
of  the  eleven  criteria  listed  apply  broadly  to  the 
impact  of  a health  insurance  system  on  any  seg- 
ment of  society;  several  have  specific  elements 
particularly  important  in  urban  underserved 
areas. 


Eligibility:  In  order  for  a national  health  insur- 
ance program  to  be  truly  national  and  in  order  to 
eliminate  to  the  greatest  degree  possible  dual 
standards  of  care,  eligibility  should  be  universal 
and  no  person  who  wishes  to  be  covered  should  be 
excluded  from  coverage  in  this  program;  we  can 
see  no  reason  for  limiting  the  eligibility  of  any  per- 
son into  the  program  for  any  reason.  Specifically, 
there  should  be  no  limitation  of  eligibility  by  age, 
by  area  of  residence  or  by  length  of  residence,  by 
social  class  or  income,  by  race,  religion  or  political 
belief  (the  last,  those  with  long  memories  will  re- 
call, was  a limitation — thrown  out  by  the  courts — in 
the  original  Medicare  legislation).  There  should 
also  be  no  limitation  of  eligibility  by  pre-existing 


medical  conditions  or  risk  factors.  To  say  that 
there  should  be  no  limitation  of  eligibility  by  in- 
come is  not  to  say  that  under  certain  circumstances 
the  financing  mechanism  may  not  be  different  for 
different  categories  of  people  according  to  their 
income,  but  it  is  certainly  to  say  tbal  financing 
mechanisms  such  as  means  tests  which  may  de facto 
limit  eligibility  are  not  acceptable  under  this 
criterion. 

The  issue  of  limitation  of  eligibility  by  length  of 
residence  or  area  of  residence  is  an  important 
factor  in  an  urban  area.  1 here  are  large  numbers 
of  individuals  in  cities  who  are  transient — either 
from  other  areas  within  the  state,  or  other  states, 
or  from  foreign  countries.  Many  are  travellers. 
Many  are  illegal  immigrants.  At  the  present  time,  a 
large  number  of  these  people  are  not  covered  by 
either  insurance  or  welfare  programs  and  have  no 
resources  themselves,  thereby  putting  providers  at 
financial  risk  in  providing  medical  care  to  them. 
Some  mechanism  must  be  provided  in  any  national 
health  insurance  proposal  to  ensure  that  all  such 
individuals  are  adequately  covered.  In  addition, 
provision  must  be  made  to  insure  continued  eligi- 
bility when  permanent  or  transient  relocation 
occurs. 

Finally,  as  we  have  noted,  many  of  the  urban 
poor  are  unaware  of  their  rights.  Eligibility  should 
not  be  de  facto  limited  by  any  mechanisms  which 
rely  solely  on  the  individual  to  apply  or  register 
for  coverage. 

Covered  benefits:  A national  health  insurance 
program  should  be  comprehensive  in  the  scope  of 
benefits  for  health  care  and  medical  care  services. 
Such  benefits  should  include  personal  preventive 
medicine,  primary  and  specialty  ambulatory  care, 
in-patient  hospital  care,  skilled  nursing  and  ex- 
tended care  facilities,  family  planning  and  abor- 
tion, essential  dental  care,  mental  health  care, 
rehabilitation,  pharmaceuticals,  and  prosthetic  de- 
vices: any  service  that  is  clearly  related  to  the 
health  needs  or  medical  care  needs  of  the  patient 
should  be  covered.  Those  services  for  which  the 
urban  poor  are  particularly  underserved,  such  as 
those  for  basic  dental  and  nutritional  needs,  im- 
munizations, and  chronic  disease  and  disability, 
must  be  proportionately  provided  and  paid  for. 
No  distinction  between  low  income  and  high  in- 
come persons,  except  those  based  on  medical 
needs,  may  be  made  in  the  kind  or  amount  of  the 
essential  services  provided. 

It  may  be,  for  cost  or  other  resource  limitations 
reasons,  that  limits  must  be  placed  on  the  avail- 
ability of  certain  services,  i.e.,  that  they  must  be 
rationed.  The  rationing  or  queueing,  however, 
should  not  be  rigid  and  should  permit  overriding 
when  medical  necessity  is  clear.  The  critical  point 
is  that  the  geographic  location,  age,  or  social  status 


of  the  patient,  or  his  or  her  ability  to  pay  for 
services  beyond  those  covered,  should  not  be  the 
determining  factor  in  limitation  of  access  to  essen- 
tial services,  but  rather  universal  standards  of 
medical  necessity  and  appropriateness. 

Services  which  are  not  essential  and  medically 
indicated  should  not  be  covered  for  any  group 
under  the  health  insurance  program.  Benefits 
such  as  private  room  and  other  amenities  not 
medically  necessary,  for  example,  would  not  be 
covered,  d'hese  or,  as  another  example,  cosmetic 
surgery  which  is  deemed  non-essential,  may  be 
treated  as  any  other  luxury  item  which  rich  people 
in  our  society  will  be  more  able  to  obtain.  But 
68  cosmetic  surgery  required  for  functioning  in  soci- 
ety, clearly  needed  for  the  purposes  of  employ- 
ment and/or  for  emotional  stability,  should  be  cov- 
ered for  everyone.  Exclusion  of  everyone  from 
such  a benefit  would  on  the  whole  disadvantage 
the  urban  poor  more  in  view  of  their  already 
higher  unemployment  and  educational  deficits. 


Costs  to  the  consumer  at  the  time  of  care:  We 

believe  that  no  out-of-pocket  expense  should  be 
required  from  the  patient  at  the  time  of  care  ex- 
cept for  services  that  are  determined  to  be  appro- 
priately and  effectively  limited  in  utilization  by 
co-payment  at  the  time  of  service.  We  are  not  con- 
vinced at  this  point  that  there  are  any  services 
which  would  qualify  under  this  exception.  How- 
ever, if  any  services  are  indeed  found  through  ap- 
propriate research,  for  which  co-payment  is 
deemed  appropriate  and  effective  as  a rationing 
mechanism,  the  amount  of  co-payment  must  be  in- 
creased in  relation  to  family  wealth  and  income  so 
as  to  render  the  disincentive  equal  for  both  poor 
and  rich.  In  any  event,  there  must  be  no  co- 
payment for  prevention  services  or  for  others 
which  are  essential  but  for  which  there  is  little  or 
no  personal  drive,  such  as  the  demand  for  relief  of 
symptoms,  to  overcome  the  co-payment  barrier. 


Reimbursement  to  the  provider:  Any  proposal 
for  national  health  insurance  which  calls  for  uni- 
versal coverage  with  comprehensive  benefits  has  to 
assure  that  the  reimbursement  system  to  the  pro- 
vider be  fair,  equitable  and,  most  importantly,  not 
contribute  to  a continuation  of  the  increasing  in- 
flationary spiral  in  medical  services  we  have  faced 
in  the  last  decade.  Being  fair  and  equitable  means 
that  reimbursement  incentives  should  be  used  to 
encourage  the  provider  to  operate  effectively,  effi- 
ciently, and  in  a manner  consistent  with  the  health 
care  objectives  of  national  policy  rather  than 
counter  to  them.  We  recommend  the  following: 

• The  reimbursement  rate  should  be  prospec- 
tively set,  with  the  goal  of  keeping  the  inflation  in 


medical  care  costs  in  line  with  the  inflation  of  the 
general  economy. 

• The  financing  mechanism  should  provide  in- 
centives for  less  costly  ways  of  providing  high 
quality  services,  such  as  cost  per  diagnosis  as  op- 
posed to  cost  per  day  or  total  prepayment. 

• The  prospective  payment  mechanism  for  in- 
stitutions should  provide  for  an  appropriate  sys- 
tem of  grouping  them.  The  purpose  of  the 
grouping  is  to  enable  the  regulators  to  identify 
institutions  whose  costs  fall  outside  of  cost 
parameters  of  similar  institutions.  This  grouping 
mechanism  must  be  based  largely  upon  both  the 
intensity  of  care  and  case  mix  of  the  institutions, 
rhese  factors  are  more  significant  than  the  vari- 
ables of  size  and  location  used  in  current  Medicare 
grouping  methodology. 

• Reimbursement  for  services  of  physicians  and 
other  medical  care  personnel  must  be  structured 
to  give  financial  incentives  for  appropriate  utiliza- 
tion for  high  quality  of  care.  Experimentation 
should  be  attempted  with  differential  provider 
reimbursement  in  designated  under-served  areas. 

• Reimbursement  for  essential  non-physician 
providers  should  be  clearly  included  to  the  degree 
that  the  use  of  such  personnel  is  required  by  the 
covered  benefits  or  for  efficiency. 

• Separate  identification  of  costs  of  teaching  and 
research  should  be  made  and  specifically  provided 
for,  either  as  a clearly  identifiable  portion  of  the 
reimbursement  for  patient  care  or  by  a separate 
but  guaranteed  categorical  payment. 


Quality  control:  Criteria  for  quality  control  are 
difficult  to  assign,  primarily  because  the  current 
technology  is  not  adequate  to  the  task.  Any  na- 
tional health  insurance  proposal  must  address 
quality  control,  however,  for  three  primary  rea- 
sons: the  health  care  system  allows  for  little  market 
testing  of  quality  by  the  consumer;  the  resources 
that  can  be  expanded  in  this  area  are  vast;  and,  the 
results  of  poor  quality  may  result  in  unnecessary 
mortality,  morbidity  and  decreased  quality  of  life. 
In  an  era  where  increased  attention  is  being  paid 
to  control  of  costs  and  reimbursement  mechanisms 
are  proposed  that  will  reward  the  provider  of  the 
less  expensive  product  {e.g.,  per  case  rather  than 
per  day  reimbursement,  capitation  rather  than 
fee-for-service  reimbursement),  careful  attention 
must  be  paid  to  mechanisms  that  will  ensure  that 
quality  does  not  suffer  from  cost  limitation.  At  the 
other  end  of  the  spectrum,  the  explosion  of  tech- 
nology requires  that  the  “more  is  better”  approach 
be  rigorously  evaluated  in  terms  of  both  cost  and 
quality.  We  believe  this  is  a particular  problem  in 
underserved  areas  where  consumers  may  be  less 
sophisticated  about  the  quality  of  a particular 
service  (although  misjudgments  are  made  reg- 
ularly by  all  classes  of  society)  and  where  choices 


are  more  limited,  the  definition  of  quality  must 
I not  simply  include  narrow  technical  aspects  but 
I broader  parameters  such  as  appropriateness,  con- 
venience, and  impact  on  other  social  factors  such 
as  employment  and  child  care. 

We  are  not  sanguine  about  the  ability  of  current 
methodologies  to  carry  out  such  evaluations.  Out- 
come and  process  evaluations  do  not  appear  to  be 
well  enough  developed  at  this  point  to  be  useful 
except  in  rare  instances.  Structural  considerations 
are  often  even  more  irrelevant.  It  is  obvious  that 
problems  of  quality  control  are  often  much  more 
difficult  in  non-institutional  settings  than  within 
institutions,  and  methods  of  determining  the 
quality  of  ambulatory  care  or  nursing  home  care, 
are  grossly  under-developed. 

We  feel  that  until  better  methodology  is  de- 
veloped, the  most  effective  approach  will  be  the 
setting  of  fairly  liberal  standards  for  both  struc- 
ture and  process,  with  individual  peer  review  and 
follow-up  of  the  exceptions  to  those  limits,  with 
the  hope  that  such  investigation  will  lead  to  indi- 
vidualized correction  of  examples  of  poor  quality. 
We  believe  that  judges  of  quality,  no  matter  what 
the  measurements  chosen,  should  include  non- 
professional community  members,  as  well  as  pro- 
fessional peers. 

Methods  of  enforcement  of  quality  control 
should  include  special  incentives  for  those  who  are 
judged  to  be  doing  well,  as  well  as  methods  of 
withholding  payment  for  institutions  or  individu- 
als who  are  judged  to  be  deficient.  The  health 
insurance  mechanism  cannot  insure  such  quality 
control  in  itself  but  it  should  provide  incentives 
and  support  for  movement  in  the  direction  of 
effective  quality  control  rather  than  diffusing  and 
neglecting  it  by  leaving  control  to  mechanisms 
which  have  been  proven  ineffective. 


Consumer  involvement:  We  believe  that  con- 
sumers must  be  involved  along  with  professionals 
in  the  planning  for  the  national  health  insurance 
program  and  for  services  at  all  levels.  Clearly  at 
the  national  level,  the  decisions  regarding  the 
overall  scope,  funding,  standards  of  quality  control 
for  the  program  must  include  consumer  debate 
and,  to  the  degree  that  these  decisions  are  decen- 
tralized to  regional  areas,  the  same  should  take 
place  at  the  local  level.  Consumers  should  be  in- 
volved not  in  professional  decisions  of  day-to-day 
patient  management,  but  in  the  style  and  sub- 
stance of  the  delivery  of  care  and  the  maintenance 
of  its  quality,  as  well  as  in  determining  services  in 
those  local  areas  which  will  receive  any  preference. 


Accessibility:  It  is  not  enough  to  have  a national 
health  insurance  program  be  equitable  in  its  eligi- 
bility, its  benefit  coverage,  its  reimbursement 


mechanisms,  and  its  (juality  control.  The  program 
must  also  insure  that  there  will  be  etjuitable  access 
to  needed  services  and  that  facilities,  people  and 
sytems  that  are  required  are  in  place.  Obviously, 
de  facto  exclusion  of  any  eligible  person  for  reasons 
of  race,  sex,  religion  or  income  cannot  be  tolerated 
and  vigorous  legal  enforcements  against  such  dis- 
crimination must  be  insured.  I be  financing  system 
must  provide  incentives  so  that  appropriate 
facilities  and  personnel  are  available  to  meet  the 
needs  of  all  local  pojiulations.  I his  means  that  the 
appropriate  size  and  number  of  facilities  in  all 
geographic  areas  must  be  provided,  as  well  as  the 
appropriate  number  and  mix  of  people  required 
to  make  the  system  function.  In  addition,  ques- 
tions of  accessibility  in  urban  underserved  areas 
such  as  cultural  and  language  barriers,  transpor- 
tation barriers,  the  complexity  of  overlapping  sys- 
tems and  jurisdictions,  and  the  general  educational 
and  social  barriers  of  the  culture  of  poverty  must 
be  addressed. 

With  regard  to  physical  facilities,  in  many  urban 
areas  our  large  institutions  are  old  and  decaying 
and  smaller  facilities  such  as  individual  offices  and 
clinics  are  being  abandoned.  In  many  cases 
facilities  are  not  in  the  right  places  because  there 
have  been  demographic  changes  since  the  time  of 
their  construction,  thereby  rendering  their  loca- 
tions and  their  utilization  inappropriate.  Capital 
funding  for  these  appropriate  and  needed 
facilities  after  regionalization  has  been  accom- 
plished is  critical  to  the  survival  of  the  system  and 
must  be  provided  for  as  in  any  other  industry. 
Reliance  on  philanthropy  or  other  non-budgetary 
means  is  no  longer  practical.  It  is  our  preference 
that  funds  required  for  the  maintenance  and  re- 
placement of  existing  facilities  and  equipment  be 
included  as  a part  of  the  basic  payment  for  serv- 
ices. Funds  for  expansion  of  major  capital  facilities 
or  major  large  equipment  should  be  decided  by 
state  and  regional  planning  bodies  and  funds  allo- 
cated for  that  purpose  from  a special  allocation 
available  to  those  bodies.  Local  consumer  involve- 
ment in  this  process  should  help  insure  that  par- 
ticular local  barriers  to  access  are  taken  into  con- 
sideration. Linkage  of  health  planning  to  other 
aspects  of  urban  planning  relating  to  housing, 
transportation  and  unemployment  must  be 
achieved  in  order  to  deal  effectively  with  the 
non-medical  aspects  of  health  promotion  of  access 
to  health  care. 

In  addition,  the  appropriate  numbers  and  types 
of  trained  personnel,  generalists  as  well  as  spe- 
cialists, are  not  often  available  for  the  hard  core 
inner  city  practice  locations  because  of  lack  of 
adequate  facilities,  ambiance,  safety,  and  the  cul- 
tural background  of  current  graduates.  Short-term 
incentives  to  attract  manpower,  such  as  obliga- 
tional  scholarships  and  differential  pay  for  under- 
served areas,  should  be  vigorously  supported. 


'1 


Since  a large  number  of  current  graduates  prefer 
metropolitan  practice,  the  provision  of  attractive 
modern  facilities  linked  to  medical  centers  in 
otherwise  unattractive  settings  will  go  further  to 
addressing  the  urban  geographic  maldistribution 
than  in  rural  settings.  In  the  long  run,  the  basic 
education  policy  of  our  health  professions  schools 
must  be  altered  in  many  aspects  such  as  admissions 
(including  an  emphasis  on  racial  and  ethnic 
minorities),  curriculum,  and  reward  system  so  as 
to  move  towards  an  educational  system  that  will 
produce  the  balance  of  generalists  and  specialists 
in  appropriate  distributions  so  that  artificial  re- 
distribution is  not  required.  Funds  for  eduction  of 
health  manpower  should  not  be  included  in  pa- 
tient care  funding  but  made  available  through 
direct  appropriation  and  channeled  to  schools  and 
other  teaching  institutions  as  determined  appro- 
priate through  other  planning  mechanisms. 
Adequate  funds  must  be  made  available  for  these 
purposes  if  the  facilities  and  the  manpower  that 
are  required  by  the  system  are  to  be  produced. 
Financial  incentives  should  be  considered  for  both 
institutions  and  individuals  who  set  up  practice  or 
who  build  institutions  in  areas  that  are  determined 
to  be  underserved,  by  whatever  standards  the  gov- 
ernment chooses  to  use. 


Control  of  technology;  While  we  recognize  that 
many  advances  in  personal  health  care  services 
have  been  made  through  the  availability  of  new 
methods  and  technology  to  deliver  such  care,  we 
contend  that  excessive  use  of  unproven  technology 
will  not  only  increase  the  cost  of  care  but  will  also 
be  detrimental  to  its  quality.  Any  national  health 
insurance  system  must  have  a mechanism  in  place 
that  will  deal  with  appropriate  control  of  techno- 
logical development,  diffusion,  and  use.  We  be- 
lieve there  must  be  clinical  trials  of  new  technol- 
ogies similar  to  the  clinical  trials  required  for  new 
drugs  before  their  general  introduction.  Such 
trials  should  be  conducted  not  only  in  the 
biomedical  area,  but  in  the  area  of  administration, 
evaluation,  and  quality  control  methodology  as 
well,  so  that  these  techniques  are  carefully  tested 
on  a cost-benefit  basis  prior  to  their  routine  ad- 
ministrative introduction  into  the  system. 


Administrative  simplicity:  In  almost  any  system 
or  enterprise  the  amount  of  bureaucracy  and  red 
tape  that  is  required  to  get  anything  done  is  ex- 
panding voluminously  and,  at  some  points, 
threatens  the  system’s  ability  to  get  anything  done 
at  all.  A cardinal  feature  of  any  health  insurance 
system  must  be  its  simplicity  of  administration,  so 
that  the  system  does  not  fall  of  its  own  weight 
while  attempting  to  achieve  the  benefits  that  it  is 
intended  to  achieve.  This  means  in  general  that 


there  must  be  as  much  decentralized  authority  and 
responsibility  as  possible,  w'ith  centralized  federal 
and  state  mechanisms  serving  primarily  for  setting 
standards  and  for  periodic  evaluation  of  the  re- 
sults without  getting  too  involved  in  the  adminis- 
trative mechanics.  To  the  degree  possible,  existing 
administrative  mechanisms  should  be  used  even  if 
this  requires  regulation  of  existing  mechanisms  in 
order  to  insure  performance. 


Cost  control  and  broader  social  concerns:  Ob- 
viously any  system  of  national  health  insurance 
should  provide  incentives  for  those  institutions 
and  providers  of  care  w'ho  can  perform  services  of 
identical  quality  at  lower  cost;  we  have  dealt  with 
these  in  the  sections  on  reimbursement,  quality, 
and  technology.  But  at  a time  when  cost  control 
seems  to  be  all  that  many  are  concerned  about  in 
health  care,  the  broader  social  role  of  the  health 
care  industry  must  be  considered.  In  many  urban 
neighborhoods,  the  health  care  industry  is  the 
major  employer  of  large  numbers  of  people.  More 
people  can  clearly  be  used  in  these  settings  for 
extending  the  range  and  scope  of  services  without 
making  work,  and  to  the  degree  that'unemploy- 
ment,  particularly  in  our  inner  cities,  is  a problem 
the  health  care  industry  should  not  be  overlooked 
as  a site  for  such  gainful  employment  even  though 
it  may  “cost  more”.  When  viewed  narrowly,  the 
social  cost  of  continued  unemployment,  particu- 
larly among  minority  individuals  in  our  inner  cities 
may  have  greater  costs  in  the  long  run  than  the 
short-run  savings  that  might  be  gained.  Obviously 
effective  training  programs  and  quality  and  pro- 
ductivity control  must  be  developed. 

In  addition,  the  health  care  industry  has  a major 
role  to  play  in  the  development  and  stability  and 
rebirth  of  our  inner  city  neighborhoods.  It  must  be 
made  clear  that  cost  control  cannot  take  place  at 
the  sacrifice  of  quality  of  care  or  at  the  sacrifice  of 
broader  social  goals,  particularly  in  the  inner  city, 
for  which  the  health  care  system  has  special  op- 
portunity and  responsibility.  Any  health  insurance 
mechanism  must  help  rather  than  hinder  these 
objectives. 


Research  and  development:  Finally,  provision 
must  be  made  in  the  health  insurance  system  for 
funds  for  the  research  and  development  of  new 
methods,  new  possibilities  and  new  techniques, 
that  will  make  possible  more  effective  and  more 
efficient  changes  in  the  health  care  system.  This 
obviously  refers  to  funding  basic  research  in  the 
biomedical  sciences,  but  it  also  refers  to  the  de- 
velopment of  health  manpower,  to  patient  educa- 
tion of  self  care,  to  research  into  quality  control 
mechanisms  that  are  more  effective,  into  the 
evaluation  of  technology,  into  better  administra- 


live  mechanisms,  and  into  the  role  of  the  con- 
sumer within  the  system.  Any  such  research  and 
development  must  acknowledge  the  special  needs 
of  urban  underserved  populations  and  make  sure 
that  they  are  specifically  addressed.  It  must  be 
clearly  stated  that  research  “on  the  poor”  is  only 
acceptable  when  it  is  for  their  specific  benefit; 
otherwise  it  is  unacceptable. 


Analysis  of  the  proposed  administrative 
mechanism  for  national  health  insurance 

We  have  been  asked  to  make  an  assessment  of 
the  impact  of  a proposed  administrative 
mechanism  for  national  health  insurance  on  health 
care  for  people  in  inner  city  underserved  areas. 
We  have  attempted  briefly  to  analyze  both  the  six 
general  characteristics  of  the  mechanism  listed  by 
the  National  Center  for  Health  Services  Research 
in  the  announcement  of  the  conference  and  the 
detailed  proposed  mechanism  presented  at  the 
conference  by  Dr.  Enthoven  (“The  Consumer 
Choice  Health  Plan”). 


The  general  characteristics:  In  dealing  with  the 
six  general  characteristics  we  find  that  they  contain 
enough  latitude,  depending  on  their  interpreta- 
tion, to  produce  widely  divergent  results  in  urban 
underserved  areas. 

1.  Each  person  or  head  of  family  has  a guaranteed 
specified  purchasing  power. 

Of  critical  importance  to  an  analysis  of  the  im- 
pact of  this  characteristic  on  the  urban  poor  is  the 
method  by  which  the  amount  of  the  guaranteed 
specified  purchasing  power  is  to  be  determined. 
Will  it  be  the  same  for  every  person?  Will  it  vary  by 
the  age  and  sex  composition  of  the  person  or  the 
family  unit  covered?  Will  it  reflect  the  varying  cost 
of  care  by  geographic  area?  With  regard  to  geo- 
graphic variation,  states  might  be  the  level  for 
determining  such  variations  but  there  are  probably 
as  great  variations  within  states  or  even  within 
cities  as  there  are  between  them.  Does  the  amount 
of  purchasing  power  which  is  guaranteed  depend 
on  where  the  family  lives  or  on  where  the  amount 
is  spent?  There  might  be  limitations  on  the  geo- 
graphic area  in  which  it  may  be  spent,  but  this 
would  limit  the  “free  choice”  aspects  of  the 
mechanism. 

Far  more  important  for  the  poor,  will  the 
amount  of  the  purchasing  power  reflect  the  illness 
burden  of  the  unit  covered?  As  we  have  shown,  the 
poor,  at  any  particular  age  or  sex  level  or  in  any 
particular  geographic  area,  have  considerably 
greater  medical  care  needs  than  do  the  affluent. 
Both  patients  and  providers  are  in  trouble  if  a 
large  group  of  families  in  urban  underserved  areas 
each  present,  for  example,  $1200  purchasing 


power  for  $4000  worth  of  needed  care.  It  would 
seem  actuarily  and  administratively  impossible  to 
make  a unit-by-unit  correction  or  even  a social 
class-by-social  class  correction  a priori.  I he  correc- 
tion could  be  made  for  an  entire  enrolled  popula- 
tion in  an  organized  provider  group  after  the  fact; 
but  then  why  think  in  terms  of  “purchasing 
power”  rather  than  in  terms  of  “meeting  medical 
care  needs,”  a concept  much  more  compatible  with 
the  needs  of  the  urban  poor? 

2.  The  entire  amount  must  he  spent  by  the  person  or 
head  of  family  for  a health  policy  or  health  plan 
covering  a specified  period  of  time. 

If  people  are  dissatisfied  with  their  choice  of 
policy  or  plan,  must  they  continue  with  that  inter- 
mediary or  provider  for  the  entire  specified 
period  of  time?  Would  provision  be  made  for 
switching  in  the  case  of  demonstrated  poor  quality 
of  coverage  or  care?  Would  provision  be  made  for 
the  amount  spent  being  adjusted  and  transferred 
when  a temporary  or  permanent  change  of  resi- 
dence occurs?  In  the  short  run,  it  seems  clear  that 
the  urban  poor  will  continue  a long-standing  pat- 
tern of  emergency  room  and  fragmented  care  use; 
will  that  be  covered  until  habits  can  be  changed?  If 
not,  how  will  “non-covered”  care  be  paid  for? 

3.  The  expenditure  must  be  made  with  a qualified 
intermediary,  (for  example,  a provider  or  commer- 
cial insurer)  or  with  a qualified  organized  medical 
provider  group. 

The  specification  of  “intermediary”  or  “or- 
ganized provider  group”  is  critical  to  the  analysis 
of  the  impact  on  urban  underserved  areas.  If  the 
“amount”  can  be  spent  with  any  qualified  inter- 
mediary, how  does  this  mechanism  deal  with  the 
current  problems  of  care  for  the  urban  poor  or, 
for  that  matter,  for  the  affluent?  If  there  is  free 
choice  between  “intermediary”  and  “group”,  what 
will  keep  families  from  “playing  the  odds”  by 
signing  up  with  an  intermediary  during  periods 
when  a special  service  such  as  elective  surgery  is 
contemplated  and  switching  to  a group  when  gen- 
eral care  is  anticipated?  If  the  choice  is  limited  to  a 
“group”  (in  other  words,  requiring  a national  sys- 
tem of  HMO’s),  the  implications  for  the  urban 
poor  are  quite  different  than  if  there  is  choice;  we 
will  analyze  this  option  in  our  comments  on 
Enthoven. 

4.  The  contract  for  medical  care  is  between  the  person 
or  head  of  family  and  the  intermediary  or  provider 
group. 

We  assume  that  this  means  that  the  individual  or 
family  must  make  the  contract  with  the  provider 
group  or  intermediary  and  that  groups  of  employ- 
ees (such  as  health  and  welfare  plans)  and  other 
organized  groups  are  not  able  to  deal  collectively 
with  an  intermediary  or  provider  group.  Presuma- 
bly this  is  meant  to  insure  that  the  individual  or 
family  does  the  “shopping  around”  for  the  pro- 
vider or  intermediary  of  choice.  While  we  agree 


that  informed  free  choice  for  the  consumer  should 
be  assured,  we  wonder  if  the  way  to  achieve 
this — particularly  for  the  urban  poor — is  to  make 
collective  action  and  collective  quality  control  more 
difficult  by  diffusing  the  decision-making  power. 

5.  Certain  minimum  benefits  will  he  mandated,  fur 
example  catastrophic  orland  major  medical  bene- 
fits. 

6.  All  other  benefits  will  be  optional. 

Again,  analysis  of  the  impact  on  the  urban  poor 
is  impossible  unless  the  minimum  benefits  are 
specified.  If  all  necessary  services  are  covered,  our 
criteria  for  coverage  are  certainly  met.  If  the 
minimum  benefits  are  limited  to  elements  of  pri- 
mary or  preventive  care,  how  could  care  for  major 
or  catastrophic  illness  be  covered,  for  both  the 
poor  and  the  affluent?  And  if,  as  (5)  implies, 
minimum  benefits  are  limited  to  catastrophic 
and/or  major  medical  benefits,  how  will  the  need 
of  the  urban  poor  for  basic  preventive  and  pri- 
mary care  services  be  met? 

Summary:  In  general,  these  characteristics  either 
do  not  meet  the  criteria  we  have  put  forth  for  a 
national  health  insurance  program  that  w'ill  meet 
the  needs  of  urban  underserved  people  or  are  so 
ambiguous  that  it  is  impossible  to  tell  whether  the 
criteria  will  be  met.  To  summarize; 

1.  Eligibility — There  may  be  de  facto  limitations, 
particularly  among  the  urban  poor. 

2.  Covered  benefits — Ambiguous. 

3.  Costs  to  the  consumer  at  the  time  of  care — 
Ambiguous. 

4.  Reimbursement  to  the  provider — Ambiguous. 

5.  Quality  control — Apparently  to  be  left  to  a 
market  mechanism,  which  we  feel  inadequate 
control  for  all,  but  especially  for  the  urban 
poor. 

6.  Consumer  involvement — Individual  know- 
ledgeable consumers  will  indeed  have  some 
choice,  but  organized  consumer  involvement 
is  apparently  precluded. 

7.  Accessibility — Apparently  to  be  left  to  a mar- 
ket mechanism,  w’hich  we  feel  is  inadequate 
for  the  urban  poor. 

8.  Control  of  technology — Apparently  to  be  ac- 
complished by  “cost  containment,”  a 
mechanism  which  we  feel  will  particularly  dis- 
criminate against  the  urban  poor. 

9.  Administrative  simplicity — Ambiguous,  but 
the  characteristics  appear  to  us  to  have  the 
potential  for  spawning  an  administrative 
nightmare,  particularly  for  transient  people  or 
people  of  questionable  legal  status  in  poor 
urban  areas. 

10.  Cost  control  and  broader  social  concerns — 
The  broader  social  concerns,  a desperate  issue 
for  the  urban  poor,  are  not  addressed  in  the 
characteristics. 

1 1.  Research  and  development — Not  addressed. 


The  Enthoven  proposal  (“Consumer  Choice 
Health  Plan”):  A more  specific  proposal  embody- 
ing the  six  general  characteristics  is  described  in  a 
“working  paper”  (“preliminary  draft,  19  July 
1977”)  by  Professor  Alain  Enthoven  entitled  “Con- 
sumer Choice  Health  Plan"  and  in  a memorandum 
to  Secretary  Califano  from  Professor  Enthoven  on 
“National  Health  Insurance”  dated  9/22/77.  We 
will  not  attempt  to  summarize  this  proposal,  since 
it  will  presumably  be  included  in  some  way  in  the 
record  of  the  conference,  except  to  say  that  it  is  an 
administrative  mechanism  for  financing  based  on 
tax  credits  and  vouchers.  And  except  for  en- 
couraging HMO’s,  it  does  not  address  itself  di- 
rectly to  the  organizational  and  manpower  problems 
of  the  U.S.  health  care  and  medical  care  delivery 
system,  fhese  problems,  presumably,  are  to  be 
dealt  with  by  market  mechanisms.  The  proposal  is 
said  to  be  modeled  in  large  measure  on  the  current 
Eederal  Employees  Health  Benefits  Program 
(EEHBP),  w'hich  now'  serves  federal  employees  and 
their  family  members,  about  10  million  people. 

We  W'ill  first  make  a series  of  analytic  comments 
on  the  proposal  in  relation  to  its  possible  impact 
on  the  urban  poor  and  then  summarize  its  impact 
by  reference  to  the  eleven  criteria  for  national 
health  insurance  which  we  have  put  forth. 

• The  proposal  is  superior  to  the  general 
characteristics  in  its  restriction  of  consumer  choice 
to  qualified  organized  provider  groups  (basically, 
HMO’s)  rather  than  permitting  the  use  of  inter- 
mediaries. But  it  goes  no  further  than  the  general 
characteristics  in  specification  of  benefits;  and, 
most  perniciously,  chooses  one  of  the  worst  possi- 
ble interpretations  of  the  “guaranteed  specified 
purchasing  power”  characteristic  by  making  no 
provision  for  basing  guaranteed  purchasing  power 
on  social  class,  on  income  or  w'ealth,  or  on  defined 
medical  care  needs. 

• In  our  view  the  proposal  is  based  on  a faulty 
analysis  of  the  reasons  for  inequity  in  U.S.  health 
care  and  medical  care.  Cost  inflation  and  resultant 
payment  barriers  are  indeed  a part  of  the  problem 
for  the  urban  poor,  but  only  a part.  Greater  prob- 
lems by  far  are  caused  by  the  nature  of  the  organi- 
zation and  staffing  of  the  health  care  and  medical 
care  system,  which,  as  we  have  shown  in  this 
paper,  is  particularly  unresponsive  to  the  needs  of 
the  urban  poor. 

• The  proposal  assumes  that  there  are  market 
mechanisms  which  will  permit  free  and  informed 
choice  of  provider  group.  But  many  of  the  neces- 
sary characteristics  of  an  effective  free  market  are 
absent  in  the  health  care  and  medical  care  system, 
particularly  for  the  urban  poor: 

(a)  The  consumer’s  knowledge  of  the  nature  of 
the  choices  and  of  the  consequences  of 
choosing  one  over  another  is  extremely 
limited. 


(b)  The  choices  open  to  consumers  are  limitetl, 
both  because  of  monopolistic  practice  and 
the  unwillingness  of  providers  to  practice  in 
the  poorest  areas. 

• Even  if  a number  of  competitive  provider 
groups  were  present  in  urban  areas  and  consumer 
choices  were  more  informed,  the  consequences  for 
the  health  care  system  would  not  be  dramatic. 
Health  care,  and  much  medical  care,  is  best  done 
in  total  community  context.  Immunization  pro- 
grams, screening  programs,  health  education  pro- 
grams, and  home  care  programs  for  example,  re- 
quire both  integration  with  the  community  and 
integration  with  the  medical  care  delivery  system. 

• Rather  than  encouraging  decentralization  and 
local  control  of  services,  it  is  likely  that  for  actua- 
rial protection  huge  organizations  like  Kaiser- 
Permanente  will  be  the  predominant  type  of 
HMO.  Such  organizations  are  unlikely  to  be  re- 
sponsive to  the  special  needs  of  the  urban  poor. 

• Since  providers  will  benefit  from  “efficiency,” 
there  will  of  course  be  a temptation  to  reduce 
needed  services  to  save  money.  There  is  appar- 
ently no  provision,  other  than  individual  person  or 
family  marketplace  satisfaction  (which  we  consider 
to  be  inefficient  and  ineffective,  particularly  for 
the  poor),  for  the  maintenance  of  quality. 

• Apparently  the  near-poor  (and  perhaps  the 
very  poor  as  well)  would  receive  vouchers  which 
would  cover  only  part  of  the  cost  of  comprehen- 
sive coverage.  There  would  be  a strong  temptation 
to  purchase  only  the  inadequate  coverage  by  add- 
ing no  further  money  to  the  voucher;  if  that  were 
precluded  under  “qualified”  plans,  consumers  may 
not  use  the  voucher  at  all  because  of  inability  or 
unwillingness  to  supplement  it  from  limited  re- 
sources. 

• Since  the  subsidized  “purchasing  power” 
(through  voucher  or  tax  credit)  appears  to  be 
based  on  age,  sex,  and  general  location,  but  not  on 
social  class  or  medical  needs,  it  is  extremely  likely 
that  the  provider  groups  would  seek  methods  of 
discouraging  what  they  would  call  “adverse  selec- 
tion.” They  would,  for  example,  find  ways  of  in- 
creasing the  dissatisfaction  of  poor  and  sick 
people,  so  that  they  would  choose  another  pro- 
gram after  the  specified  period,  and  increasing  the 
satisfaction  for  affluent  or  well  people.  If  some 
HMO’s  indeed  tried  to  provide  the  services  needed 
for  the  poor  and  the  sick,  they  would  price  them- 
selves out  of  the  market  for  those  who  are  basically 
well  and  well-off. 

• Several  of  the  comments  by  the  proponents  of 
this  plan  at  the  conference — though  they  are  not 
in  the  Enthoven  proposal  itself — indicated  that  it 
was  primarily  designed  for  middle-class  people 
and  that  poor  people  may  have  to  fall  back  on 


“public  hospitals”  to  meet  their  needs.  Not  only  is 
this  clearly  inequitable  on  its  face  for  the  poor,  but 
it  means  that  the  two-class  system  of  medical  care 
would  become  even  wor.se:  the  private  system  for 
the  middle-class  (and  upper-class)  could  skim  off 
the  “cream”  of  healthy  people  and  would  leave  the 
extremely  sick  to  the  public  system. 

Summary:  In  general  the  E.nthoven  proposal 
does  not  meet  the  criteria  we  have  put  forth 
for  a national  health  insurance  system  that  will 
meet  the  needs  of  the  urban  underserved  people. 
It  also  fails  to  specifically  address  those  criteria,  so 
that  it  is  impossible  to  tell  whether  they  will  be 
met.  To  summarize: 

1.  Eligibility — There  would  be  de  facto  liin- 
itations,  particularly  among  the  urban  poor 
and  near  poor.  I'he  question  of  aliens  and 
transients  is  not  addressed. 

2.  Covered  benefits — Unaddressed. 

3.  Costs  to  the  consumer  at  the  time  of  care — 
Unaddressed. 

4.  Reimbursement  to  the  provider — Ambiguous. 

5.  Quality  control — Left  for  the  most  part  to  a 
market  mechanism,  which  we  feel  is  in- 
adequate for  all,  but  especially  for  the  urban 
poor. 

6.  Consumer  involvement — Individual  know- 
ledgeable consumers  will  indeed  have  some 
choice,  but  organized  consumer  involvement 
is  apparently  precluded. 

7.  Accessibility — Left  to  a market  mechanism, 
which  we  feel  is  inadequate  for  the  urban 
poor. 

8.  Control  of  technology — Apparently  to  be  ac- 
complished by  “cost  containment,”  a mechan- 
ism which  we  feel  will  particularly  discriminate 
against  the  urban  poor. 

9.  Administrative  simplicity — Avoids  some  of  the 
problems  of  direct  regulation  and  service 
reimbursement,  but  much  more  complex  than, 
for  example,  a system  funded  through  general 
revenues  and  covering  all  people  through  a 
capitation-based  or  salaried  service. 

10.  Cost  control  and  broader  social  concerns — 
The  broader  social  areas  of  unemployment 
and  community  stability  for  the  urban  poor 
are  not  addressed. 

1 1.  Research  and  development — Not  addressed. 

As  we  strive  to  change  the  health  care  system 
and  health  care  financing  to  achieve  better  health 
with  more  equality  of  access,  there  is  clearly  a need 
to  encourage  competitive  and  other  incentive 
mechanisms  (such  as  capitation  or  per  admission 
reimbursement)  and  to  discourage  the  coun- 
teracting effects  of  excessive  regulation  and 
bureaucracy.  However,  there  seems  little  question 
that  the  proposed  administrative  mechanism  for 
national  health  insurance  (whether  expressed  in 
terms  of  general  characteristics  or  the  Enthoven 


proposal),  may  solve  some  of  the  health  care 
financing  problems  for  the  middle-class,  it  would 
do  little  to  help  the  problems  of  the  urban  poor. 
By  siphoning  off  resources  for  the  middle-class,  it 
might,  in  fact,  make  the  health  care  and  medical 
care  of  the  urban  poor  even  worse. 


References 

1.  See,  for  example,  Herbert  Cans,  “Urbanism 
and  Suburbanism  As  Ways  of  Life:  A Re- 
evaluation  of  Definitions,”  in  Arnold  Rose, 
ed..  Human  Behavior  and  Social  Process  (Boston: 
Houghton  Mifflin  Co.,  1962). 

2.  “Selected  Vital  and  Health  Statistics  in  Poverty 
and  Non-poverty  Areas  of  19  Large  Cities, 
1969-71,”  Vital  and  Health  Statistics,  Series  21, 
Number  26,  DHEW  Publication  Number 
(HRA)  76-1904  (Rockville,  MD:  National 
Center  for  Health  Statistics,  1976). 

3.  Figure  1 is  taken  from  1976  Medical  Care  Chart 
Book,  6th  Edition  (Ann  Arbor:  Department  of 
Medical  Care  Organization,  University  of 
Michigan,  1976),  Chart  B-18,  p.  30.  The 
source  of  the  data  is  U.S.  National  Center  for 
Health  Statistics,  Disabilty  Days:  U.S.  1971, 
Public  Health  Service,  Series  10,  Number  90 
(Rockville,  MD,  June  1974),  Table  C,  p.  7. 

4.  Figure  2 is  taken  from  1976  Medical  Care  Chart 
Book,  6th  Edition  (Ann  Arbor:  Department  of 
Medical  Care  Organization,  University  of 
Michigan,  1976),  Chart  B-19,  p.  31.  The 
source  of  the  data  is  U.S.  National  Center  for 
Health  Statistics,  Limitations  of  Activity  Due  to 
Chronic  Conditions:  U.S.,  1969  and  1970.  Public 
Health  Service,  Series,  10,  No.  80  (Rockville, 
MD,  April  1973),  Table  3,  p.  19. 

5.  Nancy  Hicks,  “Nashville  Study  of  Poor  Finds 
Few  Have  Proper  Medical  Care”,  New  York 
Times,  October  22,  1974. 

6.  Figure  3 is  taken  from  Health  United  States 
1975,  DHEW  Publication  No.  (HRA)  76-1232 
(Rockville,  MD:  National  Center  for  Health 
Statistics,  1976),  Table  CD-II-19,  p.  381.  The 
source  for  the  data  is  “Preliminary  Findings  of 
the  First  Health  and  Nutrition  Examination 
Survey,  United  States,  1971-72:  Dietary  In- 
take and  Bioethical  Findings”.  DHEW  Publi- 
cation Number  (HRA)  74-1219  (Washington: 
National  Center  for  Health  Statistics,  1974). 

7.  Figure  4 is  taken  from  1976  Medical  Care  Chart 
Book,  6th  Edition  (Ann  Arbor:  Department  of 
Medical  Care  Organization,  University  of 
Michigan,  1976),  Chart  C-6,  p.  40.  The 
sources  for  the  data  are  “Physician  Visits — 
Volume  and  Interval  Since  Last  Visit:  U.S. — 
1971”,  Vital  and  Health  Statistics,  Series  10, 
Number  97,  March  1975,  Table  6,  p.  20  and 


“Disability  Days:  U.W. — 1971”,  Series  10, 
Number  90,  June  1974,  Table  M,  p.  13 
(Rockville,  MD:  National  Center  for  Health 
Statistics). 

8.  Figure  5 is  taken  from  1976  Medical  Care  Chart 
Book,  6th  edition  (Ann  Arbor:  Department  of 
Medical  Care  Organization,  University  of 
Michigan,  1976),  Chart  C-14,  p.  48.  The 
sources  for  the  data  are  Staff  Committee  on 
Ways  and  Means,  Basic  Facts  on  the  Health  In- 
dustry. Washington,  D.C.,  1971,  pp.  32-33, 
based  on  information  taken  from:  E.L.  White. 
“A  Graphic  Presentation  on  Age  and  Income 
Differentials  in  Selected  Aspects  of  Morbidity, 
Disability  and  Utilization  of  Health  Services.” 
Inquiry,  Vol.  5,  Blue  Cross  Association,  March 
1968;  U.S.  National  Center  for  Health  Statis- 
tics, Characteristics  of  Patients  of  Selected  Types  of 
Medical  Specialties  and  Practitioners:  United 
States,  July  1963-June  1964,  Public  Health 
Service  Pub.  No.  1000,  Series  10,  No.  28. 

9.  Figure  6 is  taken  from  1976  Medical  Care  Chart 
Book,  6th  Edition  (Ann  Arbor:  Department  of 
Medical  Care  Organization,  University  of 
Michigan,  1976),  Chart  C-13,  p.  47.  The 
source  for  the  data  is  U.S.  National  Center  for 
Health  Statistics.  Physician  Visits — Volume  and 
Interval  Since  Last  Visit:  U.S.  — 1971.  Public 
Health  Service,  Series  10,  No.  97,  Rockville, 
Maryland,  March  1975,  Table  17,  p.  31. 

10.  The  source  of  the  data  for  Table  3 is  Edgar  K. 
Marcuse  and  M.  Gilbert  Grand,  “Epidemiol- 
ogy of  Diptheria  in  San  Antonio,  Texas, 
1970,”  /.  Amer.  Med.  Assn.  224:305-310,  April 
16,  1973. 

11.  The  source  of  the  data  for  Table  4 is  Tom 
D.Y.  Chin,  and  William  M.  .Marine,  “The 
Changing  Pattern  of  Poliomyelitis  Observed  in 
Two  Urban  Epidemics,”  Public  Health  Reports 
76:553-563,  July,  1961. 

12.  The  source  of  the  data  for  Table  5 is  Measles 
Surveillance,  Report  No.  8,  DHEW  Publication 
No.  (HSM)  72-8080  (Atlanta:  Center  for  Dis- 
ease Control,  Dec.,  1971). 

13.  See,  for  example,  Allen  D.  Spiegel,  Simon 
Podair,  editors,  Medicaid:  Lessons  for  National 
Health  Insurance  (Germantown,  MD:  Aspen 
Publications,  1975,  and  National  Governors’ 
Conference,  Report  of  the  Task  Force  on 
Medicaid  Reform  (Hall  of  the  States/444  North 
Capitol  Street/Washington,  D.C.  20001). 

14.  See,  for  example,  Alonzo  Yerby  and  Lawrence 
Berger,  “Low  Income  Barriers  to  Utilization”, 
New  Engl.  J.  Med.  278:541,  1968;  Anselm  L. 
Strauss,  “Medical  Organization,  Medical  Care 
and  Lower  Income  Groups”,  Soc.  Sci.  and  Med. 
3:  142-177,  1969;  and  Martin  D.  Hyman, 
“Some  Links  Between  Economic  Status  and 
Untreated  Illness”,  Soc.  Sci.  and  Med.  387-399, 
1970. 


j 15.  E.  L.  Koos,  The  Health  of  Regionville:  What  the 
I People  Thought  and  Did  About  It  (New  York: 
j Columbia  University  Press,  1954). 
i 16.  L.  S.  Rosenfeld,  J.  Katz,  and  A.  Donabedian, 
Medical  Care  Needs  and  Services  in  the  Boston 
Metropolitan  Area  (Boston:  United  Community 
Services,  1957). 

17.  Alan  Harwood,  “The  Hot-Cold  Theory  of 
Disease:  Implications  for  Treatment  of  Puerto 
Rican  Patients”,  J.  Amer.  Med.  Assn.  216: 
1153-8,  May  17,  1971. 

18.  Figure  7 is  taken  from  1976  Medical  Care  Chart 
Book,  6th  Edition  (Ann  Arbor:  Department  of 
Medical  Care  Organization,  University  of 
Michigan,  1976),  Chart  E-10,  p.  150.  The 
source  for  the  data  is  J.  L.  Dorsey,  “The  Dis- 


tribution of  Physicians  by  Census  Tract,  Bos- 
ton and  Brookline,  1940  and  1961,”  .Master’s 
Essay  (Department  of  Epidemiology  and  Pub- 
lic Health,  Yale  University  School  of  .Medicine, 
1968),  Tables,  pp.  123-124.  See  also  Medical 
Care  7 (Novemher-December,  1969),  pp. 
429-440. 

19.  Jerry  Flint,  “Rising  Joblessness  Bewilders 
Young  Blacks,”  New  York  Times,  September  10, 
1977. 

20.  David  A.  Kindig  and  Victor  W.  Sidel,  “Impact 
of  National  Health  Insurance  Plans  on  the 
Consumer,”  pp.  15-61  in  National  Health  In- 
surance, edited  by  Robert  D.  Eilers  and  Sue  S. 
Moyerman  (Homewood,  Illinois:  Richard  D. 
Irwin,  Inc.,  1971). 


J 


Comment 


Arthur  E.  Hess,  J.D. 


I find  it  a great  pleasure  to  be  here.  We  see  each 
other  in  many  meetings  but  this  is  a bit  different 
context  in  which  to  be  talking  about  something 
that’s  near  and  dear  to  all  of  us.  I,  too,  clearly 
come  out  for  more  competition  and  for  more  in- 
centives and  many  aspects  of  the  CCHP  scheme 
are  indeed  intriguing.  It  adds  a welcome  reminder 
to  all  of  us  that  any  plan  adopted  for  N.H.I.  needs 
to  stimulate  and  encourage  diversity,  pluralism 
and  competition  in  health  delivery  mechanisms. 

From  the  very  start,  though,  when  I began  to 
consider  the  potential  implementation  of  a plan 
like  this,  my  concern  has  been  that  this  is  a plan 
designed  by  informed  consumers  for  informed 
consumers.  It  will  work  best  for  consumers  who 
have  disposable  income  and  have  to  put  into  their 
care  some  of  their  own  dollars  with  which  they  will 
express  and  implement  choice.  It  assumes  a con- 
sumer economic  motivation  that  I am  not  sure  will 
work  in  a voucher  for  low-income  people — the 
so-called  Medicaid  voucher  where  there  is  little  or 
no  economic  difference  to  the  consumer  in  terms 
of  out-of-pocket  expenses. 

All  right,  so  service  preferences  and  needs  may 
still  motivate  a difference.  If  so,  then  as  Dave 
Kindig  said,  there  is  real  concern  about  the  prob- 
lem of  choices  that  providers  will  offer  this  group. 
They  may  not  necessarily  offer  the  services  that 
the  low-income  high-risk  consumer  really  needs. 
There’s  no  way  from  any  actuarial  experience  or 
from  any  empirical  reasoning  to  be  sure  that  the 
high  risks  will  really  be  equitably  spread,  because 
we  know  today  and  for  the  foreseeable  future  that 
there  will  be  some  people  having  that  voucher  who 
are  going  to  be  so  unlovely,  and  their  ills  so  great, 
that  they  won’t  be  welcome  anyplace. 

Will  providers  maintain  a low  profile  and  not 
compete  for  the  unwashed  and  the  high  actuarial 
risks?  Despite  some  limited  experience,  almost  no 
HMO  has  as  yet  any  typical  exposure  with  typical 
across-the-inner-city-low-income  population.  We 
really  don’t  have  the  slightest  idea  how  large  num- 
bers of  these  people  would  express  choices  or  even 
whether  providers  would  respond  to  their  evident 
needs. 


The  free  market  is  certainly  good  at  dealing  wtih 
efficiencies,  and  God  knows,  we  need  greater  effi- 
ciency, but  the  market  does  not  do  well  with  in- 
equities. Unless  some  of  these  concerns  are  dealt 
with  right  from  the  beginning  we’re  in  trouble 
w'ith  the  so-called  .Medicaid  waiver.  And  so,  my 
comment  on  the  plan  would  be  that  there  has  to  be 
more  attention  to  working  out  those  aspects  of  the 
plan  that  have  to  do  with  low-income  coverage. 
And  remember,  when  we  use  the  short  hand  of  a 
.Medicaid  w'aiver  we're  not  just  talking  about  im- 
proving the  operation  of  today’s  Medicaid  cover- 
age. There  are  millions  of  so-called  unsponsored 
who  do  not  come  under  Medicaid,  but  who  pre- 
sumably would  be  sponsored  by  the  new  Medicaid 
voucher. 

Dave  Kindig  did  a good  job  of  pointing  up  that 
the  poor  are  sicker  and  access  is  a problem  for  a 
variety  of  social,  ethnic,  yes,  even  racial,  geo- 
graphic, housing,  transportation  and  other  rea- 
sons. The  problem  is  much  larger  than  health.  It’s 
jobs.  It’s  housing.  It’s  the  dying  inner  city.  It’s  all 
the  social  and  economic  problems  of  the  large 
cities  of  the  country  where  the  poor  are  going  to 
be  forced  to  continue  to  live  unless  they  have  to 
move  to  new  slums  because  they’re  being  bought 
out  by  the  new  gentrification  process! 

So  one  of  the  points  I want  to  make  is  that  the 
care  of  the  poor  has  to  be  a concern  not  just  of 
Federal  policymakers,  but  of  state  and  local  gov- 
ernment, and  of  state  and  local  resources. 

Let  me  try  a little  experiment  here.  Would  all  of 
those  in  the  audience  who  are  state  and  local 
elected  officials — city,  county,  or  on  the  staff  of 
mayors  or  county  supervisors,  or  even,  let’s  add, 
state  legislators — please  raise  your  hands.  (Pause) 
Is  there  one  state  or  local  public  official  in  this 
audience?  No,  not  just  on  an  advisory  group.  I 
mean  somebody  who’s  had  to  stand  for  election,  or 
who’s  employed  fulltime  by  local  or  state  govern- 
ment. (No  response) 

Well,  the  point  I want  to  make  is  clear — I think 
there’s  a whole  constituency  that  we  aren’t  talking 
to,  that  we  aren’t  even  dealing  with.  There’s  just 
an  awful  lot  of  state  and  local  money,  and  there’s 


an  awful  lot  of  state  and  local  constitutional  au- 
thority. After  all,  no  matter  what  you  postulate  the 
role  of  the  Federal  government  may  be  in  laying 
down  the  grand  framework  for  National  Health 
Insurance,  the  state  constitutional  authority  for 
regulation  is  something  that  we’re  going  to  be 
relying  on.  And  the  local  government  authorities, 
which  do  all  kinds  of  things  besides  owning  or 
running  public  hospitals,  are  going  to  be  impor- 
tant components  in  the  successful  planning  of 
delivery  and  access;  in  monitoring  and  evaluation 
of  local  health  delivery  systems  for  the  populations 
for  which  local  officials  are  responsible;  and  for 
allocating  the  local  dollars  which  go  into  the  pic- 
ture. Because  I’m  assuming  no  matter  what  we  do 
in  the  way  of  increased  Federal  capacity  for  rev- 
enues and  capital  investment  in  this  area,  there’s 
going  to  have  to  be  a “maintenance  of  effort”  of 
substantial  amounts  of  state  and  local  resources  in 
the  health  care  arena. 

So,  I think  one  of  the  things  you  have  to  do  is 
broaden  out  the  dialogue  with  that  important  con- 
stituency, which  I find  is  becoming  very  interested 
in  options  in  prepayment,  in  “brokerage,”  and  in 
using  their  own  funds  and  other  monies  as  lever- 
age to  increase  the  value  of  what  they  are  buying 
on  the  local  scene — i.e.,  the  constitutency  of  non- 
Federal  officials  who  are  involved  in  caring  for  the 
poor. 

And  it’s  not  just  a question  of  developing  a 
constituency.  I think  it’s  absolutely  correct  that  if 
the  counties  and  the  cities  could  think  of  getting 
$1,200  or  $1,500  a year  for  every  one  of  those 
unsponsored  patients,  they’d  line  up  very  fast  for 
that.  But  the  concern  is  about  how  it’s  to  be  used  in 
terms  of  the  needs  of  those  people;  how  it’s  to  be 
melled  with  the  seed  money,  and  the  revenue- 
sharing money;  and  how  it’s  to  be  leveraged  in 
terms  of  the  constitutional  and  regulatory  and 
spending  authorities  that  the  other  levels  of  gov- 
ernment have.  I think  it’s  a very  important  aspect 
of  this  whole  plan  that  clearly  we  haven’t  had  time 
as  yet  to  think  through. 

Now,  briefly,  since  we  are  running  late,  Kindig 
gave  some  data  from  surveys:  let  me  give  you  just  a 
couple  of  pieces  of  information  about  public  pro- 
viders. I’m  not  going  to  go  into  a long  spiel  about 
public  hospitals,  their  role,  their  clientele,  their 
problems,  and  whether  they  have  a future  or  not. 

But  in  our  hundred  largest  cities,  which  account 
for  better  than  50,000,000  people,  in  terms  of  total 
population,  the  public  general  hospitals  are  a sig- 
nificant health  systems  resource.  In  these  hundred 
largest  cities  there  are  just  90  public  hospitals. 
They  represent  only  9 percent  of  the  community 
hospital  facilities  in  those  cities.  They  account  for 
14  percent  of  all  inpatient  services,  and  29  percent 
of  the  hospital  outpatient  services.  If  you  look  at 
ambulatory  care  (i.e.,  all  hospital  clinic  visits  for 
primary  and  other  care,  but  excluding  emergency 


visits)  tho.se  90  public  hospitals  in  our  100  largest 
cities — 9 percent  of  the  facilitie.s — provide  45  per- 
cent of  all  outpatient  clinical  services  in  all  the 
hospitals  in  their  cornmuttties  aiifl  over  one-fburth 
of  all  emergency  care! 

Now  if  you  add  university  hospitals  that  are 
publicly  owned,  which  is  about  a little  more  tban 
two-thirds  of  all  university  hospitals — and  most  of 
those  are  also  located  in  these  hundred  largest 
citie.s — those  university  hospitals  that  are  publicly 
owned  deliver  81  percent  of  the  university  hospital 
clinic  services  and  69  percent  of  all  emergency 
visits  among  the  university  hospitals. 

Just  one  or  two  other  facts. 

In  the  hundred  largest  cities,  one  third  of  the 
public  hospitals  have  burn  centers  compared  to 
fewer  tban  5 percent  of  the  private  hospitals;  the 
provision  of  renal  dialysis  and  neo-natal  intensive 
care  follows  somewhat  the  same  pattern;  over 
one-quarter  of  the  public  hospitals  offer  al- 
coholism and  drug  abuse  treatment,  and  in  addi- 
tion one-fifth  of  the  urban  public  hospitals  offer 
psychiatric  emergency  services. 

Well,  as  the  lawyer  in  court  says,  res  ipse  loquitur, 
“the  thing  speaks  for  itself.” 

The  point  I’m  making  is  that  whatever  problems 
there  are,  whatever  transformations  we  hope  to 
achieve,  whatever  leveraging  we  want  to  accom- 
plish, we’ve  got  to  look  at  the  fact  that  vast  num- 
bers of  people  today  are  either  inadequately  spon- 
sored by  Medicaid,  or  are  unsponsored  at  all  and 
on  the  local  tax  base.  They  rely  on  the  public 
hospital  capacity  in  place,  and  it’s  not  all  bad 
capacity,  by  any  means.  Capacity  in  place  delivers 
vast  amounts  of  services,  especially  outpatient 
service,  under  ways  that  are  not  nearly  as  cost- 
effective  or  as  convenient,  or  as  quality-wise  as 
they  ought  to  be.  We  ought  to  pay  some  attention 
to  that  and  do  so  directly  and  not  just  hope  that 
over  a decade  new  competitive  forces  might  cause 
some  improvements. 

Now,  I want  to  close  by  picking  up  something 
from  Walt  McClure.  I don’t  want  to  impute  more 
to  you,  Walt,  than  you  intend  to  say  and  I don’t 
want  to  misquote  you. 

But  I think  I heard  Walt  say,  the  essential 
strategy  is  to  concentrate  on  restructuring  incen- 
tives in  middle  class  areas.  Get  the  mainstream 
worked  up  first,  he  says.  If  you  concentrate  on 
poverty  areas  he  predicts,  you  will  frustrate  the 
system. 

Now  I guess  the  operative  word  is  “concentrate.” 
But  I submit  that  the  two  strategies  are  not  mutu- 
ally exclusive.  And  I’m  absolutely  convinced  that  if 
we  don’t  pay  early  and  effective  attention  to 
structure  better  capacity  and  services  among  the 
institutions  that  serve  the  poor,  we’re  going  to  be 
in  trouble.  I think  it’s  wrong  to  have  only  long- 
range  priorities  that  are  aimed  at  getting 
mainstream  medicine  working  the  way  we  want  it 


to.  I don’t  mean  locking  the  inner  city  poor  into 
separate  but  equal  facilities  either.  But  time  is 
passing  and  more  time  will  pass  until  the  global 
issue  of  what  to  do  with  middle  class  mainstream 
medicine  is  resolved. 

In  the  meantime,  there  are  short  term  initiatives 
that  must  be  vigorously  pursued.  I agree  with 
Kindig.  VVe  must  build  up,  and  reform,  and  re- 
structure, and  make  whatever  changes  in  mission 
and  governance  are  needed  in  both  the  public  and 
the  voluntary  inner-city  institutions. 

My  plea  is  for  a double-barreled  strategy — for 
diversity,  including  the  strengthening  of  the 


capacity  of  the  institutions  that  now  serve  the 
poor.  Today  Kindig,  and  Martin  before  him,  have 
done  an  excellent  job  of  highlighting  the  basic 
issues  for  both  the  urban  and  the  rural  under- 
served. Are  we  as  a nation  going  to  be  concerned 
mainly  with  cost  containment  and  reform  of  mid- 
dle class  mainstream  medicine,  or  are  we  con- 
cerned with  the  poor  and  their  problems?  Ob- 
viously, you  will  say  “both.” 

Then  my  main  comment  is:  in  working  up  and 
presenting  and  discussing  objective  number  one, 
let’s  not  necessarily  assume  that  we’re  automati- 
cally solving  objective  number  tw'o. 


Comment 


M.  Alfred  Haynes,  M.D. 


Introduction 

In  reacting  briefly  to  Scenario  III,  I propose  to 
limit  my  remarks  to  three  major  areas: 

• the  relationship  between  poverty  and  ill 
health, 

• what  I shall  call  the  Kindig  criteria  and, 

• CCHP  and  its  possible  impact  on  the  urban 
poor. 


Poverty  and  health  status 

The  relationship  between  poverty  and  ill  health 
has  been  well  documented  and  this  relationship 
has  been  underscored  in  Dr.  Kindig’s  presenta- 
tion. It  is  purely  academic  to  debate  which  comes 
first,  poverty  or  ill  health,  for  the  argument 
quickly  follows  the  model  of  “Which  comes 
first — the  chicken  or  the  egg?”  What  we  do  know  is 
that  poverty,  ignorance  and  ill  health  are  all  ele- 
ments in  a very  vicious  cycle,  and  the  relationship 
makes  the  problem  of  improving  health  status  an 
extremely  difficult  one  for  those  involved  in  pro- 
viding health  services.  It  is  as  if  every  effort 
exerted  in  improving  health  were  counteracted  by 
the  force  of  poverty,  equal  in  strength  and  oppo- 
site in  direction.  Increased  expenditures  for  health 
care  often  do  not  yield  the  expected  changes  in 
health  status  because  of  the  negative  effect  of 
poverty.  There  are  poor  urban  areas  in  the  U.S.A. 
where  the  total  per  capita  expenditures  for  health 
(public  and  private)  exceed  the  national  average 
but  the  health  status  continues  to  be  significantly 
lower.  This  has  led  many  health  workers  to  ask  if 
poverty  is  an  appropriate  target  for  the  health  care 
system.  Some  say  “yes”  and  point  to  social  action 
programs  with  impressive  short-term  results. 
Others  feel  that  if  the  health  system  attempts  to  do 
this  it  will  neither  eliminate  poverty  nor  improve 
health  status.  Yet  there  is  evidence  to  suggest  that 
the  most  direct  and  effective  way  of  improving 
health  status  among  the  poor  is  to  give  first  prior- 
ity to  the  fundamental  socioeconomic  problems  of 
education  and  poverty.  Stated  differently,  if  re- 


sources were  limited,  one  should  use  them  to 
create  jobs  rather  than  for  increasing  access  to 
health  care.  This  is  not  a very  popular  view  among 
health  professionals  but  after  working  for  many 
years  among  the  urban  poor  of  Washington,  D.C. 
and  Los  Angeles,  I have  become  a fierce  advocate 
of  full  employment.  But  that  I do  not  mean  full 
employment  for  everyone  in  the  nation  but  full 
employment  for  every  one  who  needs  a job  in 
order  to  earn  a basic  minimum  standard  of  living, 
even  if  it  means  a penalty  for  those  who  are  now 
overemployed  in  order  to  support  a life  of  con- 
spicuous consumption.  Fortunately  we  are  not 
faced  with  an  either-or  situation.  We  can  provide 
health  services  and  we  can  provide  jobs.  In  poor 
urban  areas  they  must  go  together.  While  I believe 
that  health  programs  represent  a substantial 
source  of  employment,  I believe  that  providing 
jobs  in  the  health  field,  or  any  other  field,  merely 
for  the  sake  of  transferring  income  is  neither  so- 
cially nor  economically  justifiable.  I expect  that,  in 
the  name  of  equity,  when  an  opportunity  is 
created  for  employment  within  a health  program 
serving  the  urban  poor,  then  the  community  is  not 
well  served  if  the  primary  concern  of  the  health 
program  is  sacrificed  and  management  is  satisfied 
with  merely  providing  jobs.  In  other  words  pro- 
viding jobs  for  the  poor  does  not  excuse  one  from 
striving  for  efficiency  and  effectiveness  in  the  pro- 
vision of  health  services,  even  though  under  these 
circumstances  the  task  may  be  much  more  dif- 
ficult. 

In  summarizing  my  views  on  this  first  point  I 
would  say  that  the  health  of  the  urban  poor  cannot 
be  satisfactorily  maintained  by  focusing  on  health 
alone.  Health  workers  should  strongly  advocate 
full  employment  for  the  un-  or  underemployed; 
but  these  jobs  should  not  be  merely  for  the  sake  of 
transferring  income.  Having  a job  appears  to  be 
extremely  good  for  one’s  health. 

The  Kindig  criteria 

I shall  now  turn  to  the  Kindig  criteria.  Before 
discussing  these,  however,  I would  like  to  set  two 


general  conditions.  I believe  that  any  criterion 
should  be  actually  operational  and  not  purely 
theoretical  or  rhetorical.  For  example,  1 believe 
that  the  concept  of  equal  access  to  health  care  is  a 
beautiful  piece  of  meaningless  rhetoric  and  that  no 
one  has  yet  demonstrated  how  to  translate  this 
concept  into  action.  I would  therefore  promptly 
eliminate  it  from  consideration  and  am  willing  to 
substitute  equity  for  equality.  Secondly,  not  all 
criteria  have  the  same  priority.  Some  1 would  con- 
sider absolute  and  others  only  highly  desirable. 

Kindig’s  first  criterion  relates  to  eligibility  hut 
the  criteria  for  eligibility,  benefits  and  accessibility 
are  so  interwoven  that  I have  difficulty  in 
3Q  separating  them.  He  is  clearly  against  dual  stand- 
ards of  care.  Some  have  interpreted  this  to  mean 
that  we  should  have  a single  public  system  of  care; 
while  others  may  prefer  a single  private  system. 
Frankly  I am  not  opposed  to  a dual  system  or  even 
a multiple  system.  What  I am  opposed  to  is  dis- 
crimination. I am  opposed  to  a public  system  for 
the  poor  and  a private  system  for  the  not-so-poor. 
I am  realistic  enough  to  assume  that  we  will  have 
both  public  and  private  systems  in  this  country  for 
a long  time.  I have  just  emerged  from  the  study  of 
the  Veterans  Administration  System.  1 think  there 
are  strong  forces  which  will  opt  for  its  continuance 
as  a separate  but  equal  system.  I am  not  worried  as 
much  about  equality  as  I am  about  equity.  I am  not 
against  people  driving  Cadillacs,  I Just  do  not  want 
them  to  use  so  much  gasoline  that  I cannot  drive 
my  Chevrolet.  I am  not  against  the  President  going 
to  Walter  Reed  Hospital  instead  of  the  D.C.  Gen- 
eral, I just  want  D.C.  General  to  get  enough  re- 
sources to  meet  the  needs  of  the  average  citizen.  I 
am  not  against  the  V.A.  building  new  hospitals 
when  necessary  but  I am  against  the  government 
accumulating  unnecessary  beds  in  that  system  and 
at  the  same  time  limiting  the  funds  for  desperately 
needed  community  health  programs.  This  country 
is  committed  to  inequality  and  diversity.  There  are 
some  who  feel  that  it  is  this  which  has  made  us 
great.  I have  no  fundamental  objection  to  it. 

On  the  question  of  benefits  Kindig  opts  for  a 
comprehensive  set  of  benefits  excluding  such 
non-essentials  as  a private  room.  The  cost  con- 
straints may  however  dictate  otherwise  and  the 
best  must  not  become  the  enemy  of  the  good.  I 
would  realistically  aim  at  a minimum  basic  set  of 
benefits  for  all.  I do  not  consider  protection 
against  catastrophic  illness  as  a basic  health  benefit 
which  should  be  assured  but  one  which  should  be 
insured  against.  I recognize  that  there  will  be  dis- 
pute about  the  basic  minimum  but  I would  rather 
start  with  the  minimum  and  work  up  than  start 
with  the  maximum  and  work  down. 

With  respect  to  cost  I do  not  share  Dr.  Kindig’s 
emphasis  on  out-of-pocket  expense  as  an  absolute 
criterion  but  do  believe  that  costs  should  be  equi- 
table and  that  all  persons  should  pay  the  same  cost 


for  the  same  benefits.  I would  consider  the  other 
elements  of  cost  to  be  highly  desirable,  though  not 
absolute. 

1 agree  enthusiastically  that  there  should  be  in- 
centives to  the  provider  for  desirable  forms  of 
behavior.  I would  consider  this  criterion  absolute 
and  hold  the  same  criterion  for  consumers. 

However,  1 may  feel  differently  from  Kindig  on 
the  matter  of  consumer  involvement,  I would  want 
any  program  to  be  accountable  to  the  consumer.  1 
think  this  role  is  more  significant  than  the  role 
outlined  by  Kindig.  1 believe  that  the  views  of 
consumers  must  be  vigorously  pursued  and  their 
needs  responded  to.  Much  of  the  move  for  con- 
sumer involvement  in  the  60’s  was  due  to  the 
tendency  on  the  part  of  health  providers  to  ignore 
the  consumer;  but  consumer  participation  in  the 
management  is  not  the  only  answer.  1 he  President 
does  not  have  to  invite  “consumers”  on  his  cabinet; 
but  he  must  seek  their  views,  respond  to  their 
needs,  and  in  the  end  they  may  keep  him  in  or 
vote  him  out.  fhis  is  a much  more  meaningful  role 
than  attempting  some  phoney,  token  consumer 
representation  in  the  management  process. 

I would  combine  and  expand  the  quality  control 
and  the  technology  control  criteria  into  a single 
absolute  criterion  that  the  program  be  routinely 
controlled  for  efficiency  and  effectiveness.  Since 
my  own  concept  of  quality  control  is  based  on 
effectiveness,  it  is  clear  that  process  criteria  alone 
would  not  be  acceptable,  and  I have  instead  de- 
veloped the  concept  of  transformation  criteria 
which  link  results  to  the  process  and  to  the  initial 
state  in  which  the  patient  enters  the  health  care 
system.  I would  therefore  revise  and  summarize 
Kindig’s  absolute  criteria  as  follows: 

1.  Eligibility  rules  should  assure  equity  and  basic 
minimum  benefit  package  should  be  available 
to  all. 

2.  The  same  cost  should  be  paid  for  the  same 
benefits  in  the  same  region. 

3.  There  should  be  incentives  to  the  provider 
and  the  consumer  for  conforming  to  the  de- 
sired pattern  of  behavior  and  disincentives 
for  doing  otherwise. 

4.  Managers  of  the  program  should  be  held  ac- 
countable to  the  consumer. 

5.  The  program  should  be  routinely  controlled 
for  efficiency  and  effectiveness. 


CCHP  and  its  Impact 

I believe  that  CCHP  can  be  devised  to  meet 
these  criteria,  but  I shall  comment  on  what  I con- 
sider to  be  special  problems  for  urban  poor  areas. 
While  CCHP  is  presented  in  a quiet,  low-key 


evolutionary  manner,  it  carries  the  potential  for  a 
revolutionary  change  in  the  manner  in  which  we 
now  do  business.  Even  though  this  change  is  po- 
tentially for  the  general  good,  it  could  have  some 
serious  consequences  for  poor  urban  areas.  I shall 
comment  on  three  possible  problems  relating  to 
consumers  and  three  related  to  providers.  The 
vouchers  do  not  guarantee  service,  they  simply 
guarantee  payment  of  service  if  available.  When 
plans  do  not  exist  in  a community  the  voucher 
system  may  prove  a barrier  to  receiving  care  as  it  is 
now  provided.  The  freedom  to  choose  is  an  empty 
freedom  if  there  is  nothing  to  choose.  To  meet  the 
needs  in  certain  area  it  is  clear  that  the  govern- 
ment may  have  to  continue  to  develop  and  finance 
community  health  centers. 

For  the  near  poor  the  proposed  arrangement 
may  merely  serve  as  a temptation  to  u^e  the  addi- 
tional income  for  purposes  other  than  health 
thereby  eliminating  the  significance  of  the  tax 
credit.  If  and  when  illness  does  occur  the  burden 
has  to  be  absorbed  by  someone  else  if  the  indi- 
vidual is  unable  to  pay.  It  is  not  clear  what  would 
happen  under  such  circumstances. 

The  ability  to  make  an  informed  choice  depends 
upon  having  reliable  information  in  a form  that  is 


understandable.  This  is  almost  equivalent  to  .saying 
that  such  information  should  not  be  prepared  by 
the  government  because,  by  some  strange  law,  if 
there  is  no  possible  way  to  make  .something  unin- 
telligible the  government  will  invent  a way  to  do 
so. 

With  respect  to  providers,  there  are  few  H.MO’s 
in  poor  urban  areas.  If  the  platt  is  dependent  upon 
the  use  of  HMO’s,  IPA’s  or  similar  arrangements, 
the  incentives  may  not  be  enough  to  generate 
these  in  poor  urban  areas  although  they  might  be 
enough  to  pull  solo  practitioners  away  from  these 
areas  into  established  HMO’s.  Phis  would  accen- 
tuate the  problem  for  the  urban  poor  and  widen 
the  gap  between  the  haves  and  the  have-nots. 
Physicians  wanting  to  form  HMO’s  may  need  ad- 
ditional incentives  for  the  construction  and  equip- 
ping of  private  group  facilities  such  as  low-interest 
FHA-secured  loans.  The  management  capability  in 
organizing  efficient  and  effective  systems  tends  to 
be  slim  in  these  areas,  and  without  good  manage- 
ment these  systems  will  fail  and  the  failure  will  be 
charged  to  CCHP. 

These  problems  are  not  insurmountable  but 
they  appear  to  deserve  far  more  thought  than  has 
been  assigned  so  far. 


Comment 


Victor  Sidel,  M.D. 


In  the  announcement  of  the  conference  it  was 
stated  that  its  purpose  is  to  develop  a research 
agenda  for  the  National  Center  for  Health  Serv- 
ices Research  on  the  problems  of  health  care  deliv- 
ery system  under  national  health  insurance.  We 
felt  that  the  best  contribution  we  could  make  to  the 
improvement  of  health  services  for  the  urban  poor 
would  be  the  development  of  a set  of  criteria 
through  which  any  type  of  administrative  mech- 
anism for  national  health  insurance  could  be 
evaluated — and  research  could  be  performed  on 
it — with  special  reference  to  inner  urban  needs.  In 
this  way  the  range  of  alternatives  for  national 
health  insurance  and  for  research  on  it  could  be 
expanded,  rather  than  narrowed,  by  this  confer- 
ence. 

In  applying  the  criteria,  it  was  not  clear  whether 
we  were  being  asked  to  address  ourselves  to  the  six 
general  administrative  principles  listed  in  the  an- 
nouncement or  to  the  specific  proposal  for 
“Voucher-NHI”  which  has  been  the  focus  of  the 
conference  so  far.  Assuming  the  latter  was  indeed 
intended,  I would  like  to  emphasize  some  of  our 
criticisms  of  “Voucher-NHI”  from  the  point  of 
view  of  the  urban  poor. 

The  first  criticism  is  that  the  goal  must  not  be 
equality  of  health  services  for  the  urban  poor,  but 
rather  equity.  When  we  strive  for  equity  we  must 
recognize,  as  we  demonstrated  in  our  paper,  that 
the  needs  of  the  urban  poor  for  health  services  are 
significantly  greater  than  those  of  the  remainder 
of  an  age-,  sex-,  or  even  region-based  actuarial 
group  into  which  they  are  placed.  If  we  do  not 
include  the  special  needs  of  special  groups  of 
people  for  health  care  and  medical  care  in  the 
actuarial  criteria,  and  make  certain  that  these 
needs  are  met,  the  poor  will  get  short  shrift.  Spe- 
cifically, under  this  proposal  the  poor  will  be  dis- 
criminated against  by  the  HMO’s  which  will  either 
be  unable  to  accept  them  at  standard  rates  or  will 
have  to  skimp  on  the  services  which  they  need. 

The  second  point  I want  to  underscore,  since 
there  was  an  audible  gasp  in  the  room  when  it  was 
mentioned  among  our  criteria,  is  that  the  health 
care  system  should  recognize  its  responsibilities  for 


the  maintenance  of  health.  Moreover,  in  under- 
served urban  areas,  where  unemployment  among 
black  teenagers  is  now  40  percent  and  neighbor- 
hoods are  systematically  being  destroyed,  health 
means  supplying  jobs  and  means  preserving  stable 
communities  as  well  as  providing  conventional 
services.  Is  this  goal  incompatible  with  “cost  con- 
tainment?” Yes,  it  is  incompatible  if  the  costs  are 
measured  narrowly.  But  if  the  object  of  the  health 
care  system  is  not  cost  containment  but  truly  pro- 
motion and  protection  of  health,  we  may  have  to 
insist  that  extra  inputs  are  needed  in  order 
adequately  to  serve  certain  groups  of  the  popula- 
tion and  to  contain  costs  in  their  broadest  social 
sense. 

Finally,  is  this  a “consumer  choice”  plan  as  ad- 
vertised by  its  proponents?  In  my  view  it  is  not.  By 
dispersing  buying  power  among  people,  it  weakens 
consumer  choice.  The  way  to  get  consumer  choice 
in  health  care  and  medical  care  is  by  organizing 
consumers  in  ways  that  will  force  a monopolistic, 
mystifying  professional  group  to  give  them  the 
services  that  they  need.  If  the  providers  are  or- 
ganized and  the  people  purposely  disorganized, 
and  the  power  to  make  the  system  responsive  and 
responsible  is  thereby  dispersed  and  divided,  the 
power  for  choice  is  effecively  lost.  In  my  view,  only 
through  a national  health  service,  with  effective 
community  control,  can  real  choice  be  put  in  the 
hands  of  the  consumer. 


Regulation  under  a consumer  choice 
approach  to  national  health  insurance 
(The  domino  theory  of  NHI) 


Stanley  B.  Jones 


My  purpose  in  this  paper  is  to  discuss  possible 
incentive  and  regulatory  structures  that  might  give 
the  consumer  choice  approach  to  National  Health 
Insurance  the  best  chance  of  working,  or  of 
working  more  quickly  than  it  otherwise  might. 

For  the  consumer  choice  approach  to  work,  it 
must  move  us  toward  the  goals  that  all  national 
health  proposals  seem  to  share,  namely,  access  by 
all  Americans  to  good  quality  comprehensive 
health  care  at  a reasonable  cost.  Since  other  papers 
presented  at  this  conference  seem  to  have  focused 
heavily  on  the  goal  of  access  for  all  Americans,  I 
am  going  to  direct  my  attention  here  primarily  to 
the  goal  of  reasonable  costs,  and  to  incentives  and 
regulatory  structures  aimed  at  achieving  reason- 
able cost. 

For  the  help  of  the  reader,  the  consumer  choice 
approach*  to  national  health  insurance  has  been 
outlined  for  our  conference  as  follows: 

1.  Each  person  or  head  of  family  has  a guaranteed 
specified  purchasing  power. 

2.  The  entire  amount  must  be  spent  by  the  person 
or  head  of  family  for  a health  policy  or  a health 
care  plan  covering  a specified  period  of  time. 

3.  The  expenditure  must  be  made  with  a qualified 
intermediary  (for  example,  provider  or  com- 
mercial insurer),  or  a qualified  organized  medi- 
cal provider  group. 

4.  The  contract  for  medical  care  is  between  the 
person  or  head  of  family  and  the  intermediary 


'Comments  received  since  presenting  this  paper  make 
clarification  important  on  two  points.  First,  while  the  latest 
and  most  extensively  developed  version  of  the  consumer 
choice  approach  is  that  developed  by  Professor  Alain  Entho- 
ven  for  Secretary  of  Health,  Education  and  Welfare  Califano, 
my  comments  here  are  aimed  at  the  general  idea  of  consumer 
choice  rather  than  at  his  specific  plan.  In  fact,  Enthoven  has 
evolved  proposals  that  deal  with  many  of  the  regulatory 
requirements  I describe,  and  wherever  possible  I cite  his 
specific  proposals  as  one  approach.  Indeed,  they  may  prove 
the  best  approach. 

Second,  I discuss  extensively  the  serious  problems  of  a low 
tax  credit,  such  as  30%  of  the  cost  of  comprehensive  insur- 
ance, not  because  Enthoven  prefers  that  option  (he  recom- 
mends 60%),  but  because  I feel  its  low  federal  cost  makes  it 
the  most  politically  likely  option. 


or  provider  group. 

5.  Certain  minimum  benefits  will  be  mandated,  for 
example,  catastrophic  or  major  medical  benefits 
(subject  to  reinsurance). 

6.  All  other  benefits  will  be  optional. 

It’s  not  been  my  personal  role  over  the  last  six 
years  to  develop  regulatory  and  incentive  struc- 
tures for  free  market  approaches  to  National 
Health  Insurance.  In  fact.  I’ve  sat  oppostive  Stu 
Altman  and  others  here  today  at  bargaining  tables 
where  I represented  the  publicly  funded  and  pub- 
licly administered  approach.  I think  the  sponsors 
of  the  conference  had  a sound  idea,  however,  in 
asking  me  to  assume  this  new  role  to  try  to  be 
constructive,  and  to  come  to  terms  with  the  free 
market  approach  as  much  as  possible.  And  that  is 
my  intent. 

I am  reminded  of  a story  that  I have  to  tell 
you — since  it’s  so  late,  and  since  there’s  been  so 
much  serious  talk.  I feel  a little  bit  like  the  story  of 
the  country  preacher  and  the  priest  who  ended  up 
on  a airplane  together.  As  the  plane  leveled  off, 
and  the  seat  belt  sign  went  out,  the  stewardess 
came  around  with  her  inevitable  goody  wagon  and 
started  serving  drinks.  The  priest  ordered  a mar- 
tini. She  fixed  him  up  and  then  turned  to  the 
country  preacher  and  said,  “What  would  you  like 
to  drink?”  He  gave  her  a withering  stare  and  said, 
“I’d  rather  commit  adultery.” 

Whereupon  the  priest  handed  his  drink  back  to 
the  stewardess  and  said,  “I  didn’t  know  we  had  a 
choicel” 

I guess  whether  you  look  at  the  consumer  choice 
approach  or  the  Health  Security  approach  as 
adultery  depends  on  your  values  and  your  reli- 
gious scruples,  and  perhaps  your  view  of  who’s 
screwing  up  the  health  care  system. 

In  any  case,  I do  feel  some  identification  with 
the  priest  in  the  story,  and  I would  like  to  explore 
the  alternatives,  and  at  least  clarify  what  the  best 
consumer  choice  approach  might  look  like. 

I’d  want  first  to  discuss  the  basic  incentive  and 
regulatory  concepts  that  I see  implied  in  this  pro- 
gram. Then  I would  like  to  examine  each  of  these 
concepts  separately  and  discuss  in  more  detail  the 


kinds  of  incentives  and  regulations  that  might 
work  best  to  implement  each  concept.  A good  deal 
of  my  discussion  will  be  highly  speculative  and 
some  of  it  argumentative.  But  my  hope  is  at  least 
to  rai.se  some  constructive  possibilities  and  get  us 
looking  at  this  proposal  as  something  still  in 
midstream  to  be  worked  on  further,  rather  than  as 
something  to  be  stopped  where  it  is  and  critiqued 
in  its  present  form. 

Finally,  at  the  end  of  the  paper  I’d  like  to  com- 
pare the  basic  concepts  of  the  consumer  choice 
approach  with  the  concepts  of  a very  different 
national  health  insurance  proposal,  the  Health  Se- 
curity Program,  the  program  designed  under  the 
auspices  of  the  American  Labor  .Movement. 

For  easy  reference,  I’m  going  to  call  the  basic 
theory  behind  consumer  choice  the  “domino 
theory.’’  And  I see  it  as  having  three  major  chunks. 


Basic  incentive  and  regulatory  concepts  of 
“Consumer  Choice”  plan 

The  name  “consumer  choice”  is  appropriate  for 
this  plan  because  the  first  basic  concept  of  the 
approach  would  be  to  motivate  every  American 
consumer,  or  head  of  family,  to  go  comparison 
shopping  for  a health  insurance  program  on  the 
basis  of  cost.  The  method  for  doing  this  would  be 
to  assure  that  every  consumer  has  enough  insur- 
ance purchasing  power  for  a minimal  policy,  but 
that  he  would  have  to  pay  some  additional  costs  out 
of  his  pocket  to  get  the  kind  of  coverage  he  really 
desires.  This  way,  everyone  would  work  harder  to 
compare  various  insurance  plans  on  the  basis  of 
costs  in  order  to  get  a little  more,  or  the  most  for 
his  money. 

The  idea  is  that  given  this  shopping,  individual 
insurers  would  have  to  market  plans  that  compete 
more  strongly  on  the  basis  of  costs,  or  lose  the 
consumer’s  business.  If  the  consumer  had  to  worry 
more  about  insurance  premium  costs,  insurers 
would  have  to  compete  more  vigorously  to  offer 
lower  cost  plans.  In  fact,  the  whole  purpose  of 
motivating  the  consumer  would  be  to  put  pressure 
on  insurers  to  lower  costs. 

This  leads  to  the  second  basic  concept  of  a con- 
sumer choice  approach,  which  is  to  regulate  or 
limit  the  ways  insurers  could  react  to  this  market 
pressure.  The  idea  is  to  make  sure  that  insurers 
react  by  competing  to  lower  the  costs  of  insurance 
by  organizing  prepaid  health  care  arrangements 
that  actually  offer  services  in  less  costly  ways.  Ways 
of  competing  that  would  not  really  lower  the  costs 
of  health  care  would  be  limited.  For  example, 
government  would  regulate  insurers  to  limit  them 
from  competing  by  offering  lower  priced  insur- 
ance to  lower  risk  groups,  because  that  kind  of 
competition  does  not  require  insurers  to  organize 
lower  cost  prepaid  health  care  arrangements. 


The  idea  is  that,  given  this  competition  by  insur-  , 
ers,  providers  of  health  care  would  eventually  have  ij 
to  compete  more  strongly  on  the  basis  of  costs.  If  || 
consumers  were  motivated  to  shop  for  insurance  . 
on  the  basis  of  costs,  and  if  insurers  had  to  come  j 
up  with  new  prepaid  arrangements  with  providers  j 
in  order  to  compete  for  the  consumers’  business,  [ 
then  providers  would  feel  more  and  more  pressure 
(or  see  more  and  more  opportunity — if  you  like  to  j 
be  positive)  to  enter  these  new  arrangements.  Why  j. 
would  providers  feel  this  pressure?  We  can  pre-  ^ 
sume  that  some  insurers  would  succeed  in  setting  , 
up  new  arrangements.  After  all,  the  models  of  I 
HMO’s,  foundations,  and  other  arrangements  al-  |j 
ready  exist,  and  competition  could  lead  to  brand 
new  approaches.  These  less  costly  prepaid  health  j( 
care  arrangements  would  start  enrolling  more  and 
more  of  the  consumers.  As  a result,  other  provid-  j 
ers  would  start  to  worry  about  losing  their  pa- 
tients, or  the  kind  of  patients  and  practice  they 
want.  Fhey  would  have  to  come  up  with  some 
lower  cost  health  care  arrangement  in  order  to 
attract  or  keep  their  share  of  the  consumer’s  busi-  . 
ness.  In  other  words,  the  providers  would  find 
themselves  under  pressure  to  compete  among  ; 
themselves  for  patients,  either  by  working  with  in- 
surers to  design  new  prepaid  health  care  arrange- 
ments, or  by  designing  more  cost-competitive  fee-  , 
for-service  arrangements.  ' 

This  leads  us  to  what  I believe  is  the  third  major 
concept  of  the  consumer  choice  approach,  which  is 
to  regulate  or  limit  the  ways  providers  can  react 
under  this  pressure  from  the  insurers  to  make 
sure  they  in  fact  compete  to  offer  lower  cost  health  ' 
care. 

This  third  concept  of  provider  regulation  is  out- 
side the  basic  description  of  the  consumer  choice 
approach  given  us  for  this  conference.  But  I think 
some  provider  regulation  is  as  integral  to  the  ap-  ^ 
proach  as  insurer  regulation.  The  ultimate  intent  j 
of  the  consumer  choice  approach  is  to  create  pres- 
sures that  will  bring  about  access  for  all  Americans  < 
to  good  quality,  comprehensive  health  care  at  a 
reasonable  cost.  That  can  only  be  done  by  changes 
in  our  health  care  system  at  the  provider  level.  If  i| 
we  must  regulate  insurers  to  limit  forms  of  com- 
petition (such  as  risk  selection  and  experience  i| 
rating)  that  do  not  promote  lower  cost  health  care,  I 
then  we  must  regulate  providers  to  the  same  ends.  | 

To  summarize,  as  I see  it,  the  consumer  choice 
approach  involves  three  basic  elements:  (1) 
motivating  consumers  to  put  pressure  on  insurers; 

(2)  regulating  insurers  so  that  they  must  compete 
to  design  prepaid  health  care  arrangements  that 
put  pressure  oh  providers;  and  (3)  regulating  pro- 
viders so  that  they  must  compete  by  working  with 
insurers — or  among  themselves — to  organize  less  ^ 
costly  health  care.  We  might  think  of  it  as  the 
domino  theory  of  national  health  insurance.  The 
consumer  gets  pushed  first,  then  he  acts  in  such  a ' 


way  as  to  push  the  insurers,  who  act  in  such  a way 
as  to  push  the  providers.  I'he  idea  is:  first,  to  push 
the  consumer  domino  enough  to  get  it  going,  and 
to  make  sure  it  falls  in  the  direction  of  the  insurer 
domino;  second,  to  regulate  the  insurer  domino  to 
make  sure  that  it  gets  hit  hard  enough  by  the 
consumer  domino  to  get  it  going  and  that  it  falls  in 
the  direction  of  the  provider  domino;  third,  regu- 
late the  provider  domino  to  make  sure  that  it  gets 
hit  hard  enough  by  the  insurer  domino  to  get  it 
moving,  and  that  it  moves  in  the  direction  of 
organizing  health  care  at  lower  cost. 

Note  carefully  that  each  of  the  dotninoes  has  a 
lot  of  freedom,  they  can  fall  in  a variety  of  differ- 
ent directions,  or,  if  there’s  not  enough  pressure, 
they  can  refuse  to  fall  at  all.  The  consumer  choice 
approach  partakes  of  these  uncertainties — and  the 
basic  gaminess  of  the  situation.  In  fact,  the  incen- 
tives and  regulations  only  set  limits — they  allow  for 
a lot  of  freedom — freedom  that’s  essential  to  com- 
petition and  innovation. 

Note  carefully  also,  however,  that  if  the  process 
stops  at  any  point  between  motivating  the  con- 
sumer and  moving  the  provider  in  the  right 
direction — we  lose  the  objective,  and  we  get  noth- 
ing, except  more  pressure  on  the  consumer,  God 
help  him.  Under  consumer  choice,  we  push  the 
first  domino,  but  the  whole  point  of  the  thing  is 
moving  the  last  domino — the  providers  of  health 
care. 

I do  not  propose  to  examine  the  validity  of  these 
basic  concepts — that  would  be  outside  the  scope  of 
this  paper.  Instead,  I’d  like  to  look  at  each  of  these 
basic  concepts  or  dominoes  in  more  detail,  and 
consider  what  kind  of  incentives  and  regulations 
might  work  best. 


Motivating  all  consumers  to  shop  on  the  basis 
of  costs:  If  we  want  to  motivate  all  individual 
consumers  to  shop  for  health  insurance  on  the 
basis  of  costs,  government  has  to  assure  that  (1)  all 
consumers  have  enough  funds  to  buy  some  mini- 
mal coverage,  (2)  consumers  don’t  get  locked  into 
insurance  programs  without  having  a choice,  (3) 
consumers  need  to  add  more  funds  out  of  pocket 
for  a “good”  policy  so  they  really  “shop 
around” — and  don’t  take  the  first  offer  that  comes 
along.  I would  like  to  discuss  how  we  might  do 
this,  first  for  employed  workers,  and  then  for  the 
unemployed,  marginally  employed,  and  medicare 
and  medicaid  eligibles. 

Employed  Consumers.  At  present,  the  vast  majority 
of  American  workers  and  their  families  are  cov- 
ered by  group  health  insurance  policies  purchased 
by  their  employer,  or  jointly  by  themselves  and 
their  employers.  This  poses  serious  problems  for 
the  consumer  choice  approach.  The  comprehen- 
siveness and  real  dollar  value  of  these  coverages 
vary  widely  from  industry  to  industry  and  com- 


pany to  company.  I he  policy  offered  by  a small 
employer  tnay  be  very  poor,  and  well  below  a level 
that  we  would  consider  minimal  to  jjurchase  com- 
prehensive health  care  at  reasotiable  costs.  .More- 
over, in  these  situations,  the  employees  do  not 
shop  for  insurance  as  individuals;  their  employer, 
or  their  union,  or  both,  do  the  shop[)ing  for 
them — and  either  offer  them  one  choice,  or  a lim- 
ited number  of  choices.  In  fact,  these  employees 
never  really  “see  the  tnoney”  that  goes  for  their 
insurance.  The  employer’s  contributioti  doesn’t 
even  “show”  on  their  paycheck — and  the  employ- 
ee’s contribution  is  deducted  from  the  check  in 
advance.  Clearly,  if  individual  consumers  are  to 
“shop”  for  insurance,  some  minimum  purchasing 
power  adequate  to  buy  comprehensive  coverage 
must  be  put  directly  in  all  employees’  hands;  and 
they  must  be  given  independence  to  choose  a pro- 
gram other  than  the  group  coverage  their 
employer  or  union  happens  to  arrange  for  them; 
and  to  have  something  to  gain  by  their  shopping, 
like  saving  money  or  getting  more  coverage  for  the 
same  cost. 

There  seems  to  me  to  be  a number  of  ways  to 
reach  these  objectives — and  turn  every  American 
into  a shopper  with  money  for  insurance  in  his 
pocket. 

Alain  Enthoven  suggests  making  the  contribu- 
tion to  employee’s  health  programs  taxable  in- 
come. Instead,  we  would  allow  individuals  to  credit 
against  their  federal  income  taxes  a specified  per- 
centage of  the  insurance  premium  for  an  ap- 
proved plan.  Enthoven  further  requires  that  indi- 
vidual employees  be  permitted  to  shop  for  their 
own  coverage  outside  the  company  or  union  group 
plan. 

Presumably,  these  changes  would  result  in  com- 
panies “cashing  out”  their  current  group  health  in- 
surance premium  payments  in  the  form  of  higher 
hourly  wages — or  a fixed  contribution  to  each  em- 
ployee’s insurance — and  leaving  the  employee  to 
choose  and  pay  for  his  own  plan.  In  terms  of  moti- 
vation to  shop  for  lower  cost  insurance,  this  ap- 
proach would  have  the  advantage  of  helping  make 
(he  real  cost  of  insurance,  and  the  need  to  shop  for 
lower  cost  insurance,  painfully  clear  to  all  employ- 
ees. This  would  certainly  motivate  these  consum- 
ers to  shop  for  lower  cost  plans. 

This  approach  has  some  major  problems,  how- 
ever. If  the  tax  credit  given  individual  employees 
were  much  less  than  50%  of  the  cost  of  a com- 
prehensive program,  then  some  employees  in 
highly  unionized  industries  would  lose  a lot  of 
money  under  this  approach;  that  is,  when  income 
tax  time  comes,  they  wouldn’t  get  back  as  much  as 
they  would  have  had  to  add  from  their  own  pock- 
ets to  purchase  the  insurance  they  had  been  ac- 
customed to.  In  addition  to  being  unfair  to  those 
employees,  this  is  politically  difficult. 

Moreover,  under  this  approach,  low  and  middle 


income  workers  would  not  take  readily  to  laying 
out  payments  for  insurance  on  a month-to-month 
basis,  and  waiting  for  a tax  credit  at  the  end  of  the 
year.  That  would  give  them  a “cash  flow”  prob- 
lem— and  would  create  an  incentive  for  low  and 
middle  income  workers  to  minimize  their  coverage 
to  exactly  the  size  of  the  tax  credit  in  order  to 
minimize  the  cash  flow  problem. 

These  two  problems  mean  that  if  the  tax  credit  is 
set  as  low  as  30%  of  the  cost  of  comprehensive 
coverage  in  order  to  minimize  the  federal  budget 
impact,  then  many  low  and  middle  income  workers 
would  be  likely  to  purchase  very  minimal  pro- 
grams, and  many  employees  of  big  manufacturing 
companies  would  lose  money  on  the  program. 

Some  of  these  weaknesses  might  be  fixed  within 
the  structure  of  the  tax  law.  For  example,  if  we 
could  allow  the  tax  credit — which  could  be  deter- 
mined in  advance — to  be  applied  against  the  em- 
ployee’s federal  income  tax  withholding,  we  might 
ease  his  cash  flow  problem — and  put  the  money  in 
his  hands  in  advance  for  purchasing  insurance. 
And,  if  we  got  the  percentage  of  the  tax  credit 
high  enough,  and  if  we  phased  out  the  employer’s 
tax  exemption  over  a number  of  years,  we  could 
reduce  the  number  of  consumers  who  would  take 
a loss — and  soften  the  immediate  impact  on  those 
that  do. 

But  we  could  also  motivate  employees  to  shop  by 
radically  different  approaches  than  the  tax  credit, 
and,  I believe,  stay  within  the  basic  concepts  of  the 
consumer  choice  approach.  For  example,  rather 
than  government  offering  employees  a tax  credit, 
we  might  require  that  employers  provide  every  em- 
ployee with  a voucher  or  “guarantee  of  later  pay- 
ment” redeemable  for  health  insurance.  The 
minimum  value  of  the  employer’s  contribution  to 
this  voucher  or  guarantee  would  be  set  by  law  as  a 
percentage  of  the  cost  of  a comprehensive  insur- 
ance plan,  much  as  the  tax  credit  might  be  set.  The 
actual  value  of  the  employer’s  voucher  above  this 
legal  minimum  could  be  determined  by  labor- 
management  negotiations,  and  both  employer  and 
employee  contributions  to  the  value  of  the  voucher 
or  guarantee  could  be  treated  for  tax  purposes 
exactly  as  at  present.  The  inequities  in  the  present 
tax  law  could  then  be  addressed  separately  as  a tax 
reform  issue,  rather  than  a means  for  motivating 
“shopping”  by  consumers. 

This  “employer-mandated  voucher  approach” 
would  prevent  any  workers  from  losing  money  or 
benefits  under  the  new  system.  It  would  also  solve 
the  worker’s  “cash  flow”  problem.  And  I suspect 
the  average  employee  would  understand  the  value 
of  the  voucher  or  “guarantee”  from  his  employer 
more  than  he  would  understand  a tax  credit. 

We  could  go  a step  further  under  this  approach 
by  permitting  employers  and  unions  to  shop  for 
their  employees — and  offer  a limited  variety  of 
plans  for  the  employee’s  choice.  This  would  be 


treating  the  employer  in  part  as  the  “consum- 
er”— taking  advantage  of  his  shopping  sophistica- 
tion, and  mass  purchasing  potential. 

Of  course,  some  relief  would  have  to  be  desig- 
nated for  small  employers  under  this  “employer- 
mandated  voucher  approach,”  lest  the  minimum 
size  of  the  voucher  or  guarantee  becomes  a real 
constraint  on  hiring.  We’d  also  have  to  find  a way 
of  dealing  with  the  other  classic  difficulties  of 
employer-mandating — such  as  what  to  do  with  the 
self-employed,  college  students,  and  others. 

But  there  are  still  other  approaches  to  motivat- 
ing employees  to  shop  that  stay  within  the  basic 
consumer  choice  approach.  The  government  could 
levy  new  payroll  and  income  taxes  outright  that 
would  pay  for  issuing  a voucher  to  everyone  in  the 
country  that  would  be  adequate  for  minimum 
comprehensive  health  insurance.  The  government 
could  allow  employers  and  employees  to  augment 
this  voucher  as  they  choose,  and  claim  the  existing 
tax  exemptions  and  deductions  on  this  augmenta- 
tion. Of  course,  sending  a check  to  everyone  in  the 
country  does  have  the  ring  of  welfare  program 
that  didn’t  exactly  serve  Senator  McGovern  very 
well  several  years  ago.  On  the  other  hand,  if  we’re 
thinking  about  presidential  or  other  politics,  there 
is  an  enormous  advantage  to  the  employer- 
mandated  voucher  approach.  Namely,  it  would 
keep  the  costs  of  much  of  the  program  completely 
off  the  federal  budget.  Even  the  tax  credit  would 
show  on  the  federal  budget  as  a tax  expenditure. 

The  fact  is  that  we  can  design  a variety  of  ways 
to  give  purchasing  power  to  employed  consumers, 
and  motivate  them  to  shop  for  lower  cost  insur- 
ance, and  with  more  work,  we  may  come  up  with 
better  models.  A key  question,  however,  is  re- 
gardless of  the  method  we  use  to  do  it,  how  much 
purchasing  power  we  want  to  give  these  consumers 
to  inspire  the  degree  of  competition  intended 
among  insurers  and  providers. 

For  example,  if  the  purchasing  power  we  put  in 
the  employee’s  hands  is  at  the  level  of  30%  of  the 
cost  of  comprehensive  insurance — it’s  not  clear 
how  much  real  shopping  consumers  will  do,  and 
how  much  pressure  it  will  put  on  insurers  to  de- 
sign new  prepaid  arrangements  that  providers  will 
be  obliged  to  compete  with. 

First,  it’s  hard  to  enroll  individuals  in  HMO’s  for 
only  a catastrophic-type  program — it  undercuts 
much  of  the  basic  philosophy  of  the  HMO — and  at 
30%  many  low  and  middle  income  Americans 
won’t  be  able  to  afford  real  comprehensive  HMO 
coverage. 

Second,  at  the  30%  level,  many  lower  income 
employees  will  very  likely  continue  to  pay  for  most 
primary  care  out-of-pocket.  Enthoven  suggests  an 
insurer  credit  card  that  permits  the  provider  to  be 
paid  in  full  by  the  insurer,  and  leaves  the  insurer 
to  bill  the  consumer  for  non-covered  services.  This 
sounds  good  for  the  providers — but  how  can  the 


insurers  collect  any  belter  than  our  public  hospi- 
tals can.  The  problem  is  that  low  income  employ- 
ees may  not  be  able  to  pay — even  given  loans  and 
repayment  terms.  Their  car  can  be  repossessed  if 
they  default — but  not  their  surgery.  The  insurer’s 
only  recourse  would  be  to  refuse  them  insurance. 
These  “uninsured”  consumers  would  then  have  to 
fall  back  on  a public  hospital  system — but  if  they’re 
cared  for  there,  why  should  others  purchase  in- 
surance? 

Third,  the  competition  among  insurers  for  the 
30%  insurance  enrollee  who  can’t  pay  more  of  the 
premium  out  of  his  pocket  could  concentrate  on 
marginal  items,  such  as  different  coinsurance  for 
different  services  or  illnesses — rather  than  on 
major  items  that  could  require  reorganization  of 
health  services.  For  example,  a plan  might  require 
no  coinsurance  if  you  get  cancer — but  very  high 
coinsurance  otherwise. 

The  Non-Employed  Consumers.  At  present,  many 
Americans  don’t  have  enough  income  to  buy  de- 
cent health  insurance.  Those  who  qualify  on  the 
basis  of  income  are  offered  Medicaid,  a federal/ 
state  funded  and  administered  insurance  program. 
The  unemployed,  and  those  in  marginal,  seasonal, 
or  part-time  employment  purchase  very  minimal 
individual  coverage  on  their  own,  or  they  have  no 
insurance  at  all. 

The  consumer  choice  approach  would  argue  for 
putting  purchasing  power  directly  in  the  hands  of 
Medicaid  and  Medicare  eligibles  and  perhaps  also 
in  the  hands  of  unemployed  and  marginally 
employed  consumers.  This  would  allow  these  con- 
sumers to  shop  for  their  own  insurance  and  con- 
tribute thereby  to  the  pressures  on  insurers  to 
organize  the  kind  of  lower  cost  health  care  we  all 
need. 

There  is  a lot  of  potential  shopping  pressure 
here.  We’re  talking  about  20-plus  million  Medicaid 
beneficiaries,  20-plus  million  elderly  eligible  for 
Medicare,  and  millions  more  whose  income  is  so 
low  that  they  presently  devote  little  or  none  of  it  to 
health  insurance.  Given  generous  vouchers,  this 
constitutes  a massive  impact  on  the  insurance 
market. 

The  mechanism  suggested  by  Alain  Enthoven 
and  others  for  putting  purchasing  power  in  these 
people’s  hands  is  a government-issued  voucher  to 
pay  for  essentially  100%  of  the  cost  of  a com- 
prehensive insurance  plan  for  Medicaid  eligibles, 
and  a percentage  of  the  costs  for  the  marginally 
employed,  geared  to  their  income.  Medicare  eli- 
gibles  could  accept  the  100%  voucher  and 
shop — or  stay  under  Medicare. 

This  approach  would  have  the  great  advantage 
of  involving  these  consumers  in  the  same  insur- 
ance system  as  employees — and  providers  couldn’t 
tell  the  difference  between  a government  voucher 
recipient  and  an  employed  consumer.  Only  your 


insurance  agent  would  know.  Also,  to  the  extent 
the  poor  actually  need  and  use  more  health  care, 
they  could  get  it  and  the  government  would  pay 
the  same  premium  for  them  as  for  others — if  we 
limit  experience  rating. 

However,  this  approach  involves  us  also  in  the 
massive  current  problems  of  income  testing — and 
1 see  no  way  around  this  in  the  consumer  choice 
plan.  In  terms  of  administrative  chaos — the  gov- 
ernment-issued voucher  might  be  an  improvement 
on  the  present  state-administered  Medicaid  sys- 
tems, but  systems  will  have  to  be  defined  to  iden- 
tify and  issue  vouchers  to  a much  larger  group  of 
beneficiaries  than  under  Medicaid. 

Limiting  What  Insurance  Consumers  Can  Purchase. 
Assuming  we  solve  those  problems,  and  we  assure 
all  consumers,  employed  and  non-employed  alike, 
enough  purchasing  power  for  minimal  insurance, 
we  need  two  more  regulations  to  assure  that  the 
consumer  directs  this  power  in  the  right  direction. 

First,  the  government  would  have  to  require  that 
all  of  the  purchasing  power,  be  it  government  or 
employer  voucher,  or  tax  credit,  be  spent  on 
health  insurance.  It  obviously  would  not  help  to 
build  pressure  for  change  on  the  health  care  sys- 
tem if  it  can  be  spent  on  a new  canoe,  for  exam- 
ple— however  worthwhile  that  might  be. 

Second,  to  assure  that  the  consumer  does  not 
spend  his  purchasing  power  on  types  of  health 
insurance  that  do  not  encourage  access  to  good 
quality  and  comprehensive  health  care  at  reason- 
able cost,  I believe  we  would  have  to  restrict  the 
consumer’s  options  by  allowing  his  voucher  or  tax 
credit  to  be  applied  only  to  certain  types  of  cover- 
age. For  example,  we  would  not  like  insurance 
coverage  sold  that  creates  incentives  for  inpatient 
care  and  hospital  expansion,  or  unnecessary  utili- 
zation of  other  services. 

This  becomes  very  important  if  we  assure  only  a 
limited  purchasing  power  to  the  consumer — such 
as  30%  of  the  cost  of  a comprehensive  plan.  En- 
thoven’s  approach  is  to  require  that  all  consumers 
spend  their  voucher  or  tax  credit  to  buy,  at  a 
minimum,  comprehensive  coverage  with  high  de- 
ductibles and  coinsurance.  If  we  were  to  give  every 
consumer  30%  of  the  cost  of  a comprehensive  plan 
under  this  rule,  we  would  be  assuring  consumers 
would  have  to  buy  at  least  a good  catastrophic 
health  insurance  policy.  It  isn’t  clear  to  me  this  is 
in  the  interest  of  lower  cost  health  care  in  the  long 
run.  It  may  limit  the  current  bad  debts  to  hospitals 
and  doctors,  and  even  save  federal  and  state 
funds,  but  it’s  not  clear  that  the  kind  of  health  care 
Y^this  coverage  encourages  is  in  the  long-run  interest 
of  either  the  individual  consumer  or  the  nation. 

At  the  very  least,  the  government  should  require 
that  the  minimum  insurance  package  include, 
without  deductibles  and  coinsurance,  prenatal 
care,  well-baby  care  and  proven  preventive  ser- 
vices in  addition  to  “catastrophic  benefits.”  In  fact. 


an  argument  could  be  made  that  the  minimum 
coverage  should  emphasize  currently  under- 
insured  services  such  as  primary  care.  Hospitaliza- 
tion coverage  is  most  likely  to  be  purchased  by 
employers  and  employees  in  any  case.  Perhaps  the 
minimum  required  policy  should  cover  services 
our  system  most  needs  to  of  fer  in  order  to  control 
costs  in  the  long  run.  This  type  of  primary  care 
minimum  would  not  affect  the  poor,  since  they 
would  receive  a 100%  voucher  and  could  purchase 
broader  coverage.  1 would  argue  that  regulations 
should  carefully  define  the  minimum  coverages  to 
consider  these  cost  factors. 

In  addition,  I would  argue  that  the  100%  vou- 
chers given  the  poor  or  elderly  could  only  be  spent 
for  specific  coverages.  I get  chills  thinking  of  some 
insurers  sweeping  through  rural  and  inner  city 
areas  selling  poor  coverage  for  these  vouchers — to 
people  who  really  aren’t  prepared  to  understand 
their  options. 

I would  like  to  turn  now  to  the  second  major 
concept  of  the  consumer  choice  approach,  which  is 
regulation  of  insurers  to  make  sure  they  respond 
to  the  more  vigorous  shopping  by  consumers  by 
competing  to  design  less  costly  prepaid  health  care 
arrangements. 


Regulation  of  insurers;  To  go  back  to  the 
domino  theory,  assuming  the  government  incen- 
tives and  regulations  make  the  consumer  domino 
fall  squarely  against  the  insurers,  how  do  we  make 
sure  the  insurer  domino  falls  squarely  into  provid- 
ers, and  results  in  competition  to  organize  lower 
cost  health  care.  The  government  would  have  to 
regulate  insurers  by  requiring  that  they  be  cer- 
tified by  the  government  to  sell  insurance  for  vou- 
chers or  for  tax  credits.  The  government  would 
use  this  certification  requirement  in  a number  of 
areas. 

First,  the  government  would  have  to  make  sure 
that  insurers  do  not  react  to  consumer  shopping 
with  efforts  to  sell  seemingly  cheaper  products  by 
misleading  information.  As  Enthoven  suggests,  the 
government  can  require,  as  a condition  of  certifi- 
cation, that  insurers  advertise  and  publish  data  on 
their  plans  in  a way  that  facilitates  understanding 
and  easy  comparison  with  other  plans. 

Of  course,  this  is  no  small  order.  Some  would 
argue  that  even  the  carefully  formulated  and  reg- 
ulated federal  employees  programs  leave  consum- 
ers uncertain  about  what  the  best  choice  is.  In  fact, 
I would  argue  that,  in  addition  to  defining  the 
minimum  insurance  coverage,  the  government 
should  define  basic  standard  options  of  coverage 
that  all  insurers  can  or  must  offer  as  conditions  of 
certification.  These  standard  options  would  not 
limit  the  way  the  health  care  is  organized — but 
only  basic  coverages,  deductibles  and  coinsurance. 
The  consumer  could  then  focus  on  a limited  range 


of  standard  options  from  different  insurers.  He 
could  get  better  personal  feedback  from  friends 
and  could  more  easily  compare  costs. 

Second,  I believe  the  government  would  have  to 
prevent  insurers  from  reacting  to  the  new  pressure 
by  organizing  poorer  quality  care.  We  wotdd  have 
to  develop  criteria  for  certifying  prepaid  health 
care  arrangements  that  offer  the  consumer  some 
assurance  that  acceptable  standards  of  quality  are 
being  adhered  to  in  new  plans.  After  all,  if  the 
average  consumer  finds  it  difficult  to  compare  the  | 
costs  of  various  insurance  plans  today — he  fmds  it  I 
more  difficult  to  assess  the  quality  of  health  care.  ! 
Abuses  by  some  prepaid  arrangements  in  the  di-  | 
rection  of  under- utilization  of  services  have  dem- 
onstrated this  point. 

rhird,  the  government  would  have  to  limit  the  ■ 
extent  to  which  insurers  can  compete  by  experi-  j 
ence  rating  and  risk  selection.  It  must  require  all  i 
certified  insurers  to  sell  the  minimum  coverage  (or  | 
“low-option”  as  Enthoven  puts  it)  and  to  offer  any  ; 
other  plans  they  choose  to  market  to  “all  comers” 
for  something  approaching  a community-rated  | 
price.  Enthoven’s  proposed  regulations  would  ' 
allow  limited  experience  rating  by  standard  age,  | 
sex,  and  place  of  residence  categories,  and  would  | 
restrict  risk  selection  by  insurers  by  requiring  reg-  i 
ular  “open  seasons”  in  which  insurers  enroll  any-  ' 
one  who  approaches  them.  These  would  be  severe  ^ 
limits  compared  to  insurers’  current  practices  of  j 
rating  by  any  factor  that  predicts  extent  of  need  ^ 
for  health  care — and  selling  to  anyone  they  like. 

But  I see  no  way  for  government  to  avoid  pla- 
cing tight  limits  on  experience  rating  and  risk  , 
selection  if  the  consumer  choice  approach  is  to  , 
work.  If  it  doesn’t,  insurers  will  compete  for  busi-  | 
ness  by  these  practices.  After  all,  risk  selection  and 
experience  rating  are  w'ell  understood  by  insurers, 
and  they  constitute  much  easier  ways  to  compete  i 
than  organizing  new  prepaid  health  care  arrange- 
ments. Insurers,  therefore,  are  apt  to  use  these 
techniques  first.  And  the  consumer,  who  would  be 
motivated  to  shop  harder  than  ever  to  save  money,  , 
would  grab  experience-rated  policies  if  they  are  to  | 
his  advantage.  How'ever,  in  terms  of  our  basic  i 
objective  of  building  pressures  on  insurers  to  or-  | 
ganize  lower  cost  health  care  to  providers,  risk 
selection  and  experience  rating  are  giant  escape  ^ 
valves  and  need  to  be  closed  off.  i 

Finally,  government  must  limit  its  regulations  so 
as  to  leave  room  for  imaginative  competition,  and  j 
where  necessary  protect  the  insurer  from  unrea-  I 
sonable  risks  that  could  result  from  the  regulation. 
This  is  of  critical  importance.  There  is  a high  ele- 
ment of  risk  in  the  proposition  being  put  to  insur- 
ers under  the  consumer  choice  approach.  It  will 
take  some  experimenting  and  some  capital  to  de- 
velop new  competitive  systems.  Some  will  work — 
and  others  will  lose  money  and  collapse.  There’ll  \ 
be  winners  and  losers  in  the  competition.  That’s  all 


right — one  of  the  basic  assumptions  of  the  con- 
sumer choice  plan  is  that  vigorous  competition  and 
innovation  among  insurers  in  the  marketplace  is 
our  best  hope  of  finding  ways  of  prepaying  and 
organizing  health  care  at  lower  costs.  However,  if 
government  regulations  make  insurers’  risks  too 
high,  they  may  decide  they  want  out  of  the  health 
business  or  will  ride  with  it  in  uncreative  ways. 
Regulations  must  be  carefully  balanced.  Certainly 
some  protection  against  adverse  selection  would  be 
in  order  if  government  requires  open  enrollment. 
Permitting  experience  rating  by  standard  age,  sex, 
and  location  categories  would  also  ease  this 
problem. 

But  this  balance  between  setting  limits  and  al- 
lowing innovation  is  difficult.  The  problem  of  in- 
volving the  insurer  in  a regulatory  environment 
that  stimulates  competition  and  innovation — 
rather  than  collusion  with  other  insurers  and  pro- 
viders against  the  regulator — is  one  of  the  major 
challenges  to  the  consumer  choice  approach.  I 
believe  it  would  require  both  some  serious  dicker- 
ing, and  some  careful  phasing  in  of  regulations  so 
they  could  be  tested  as  we  go. 


Regulation  of  providers:  Given  the  motivation 
of  the  consumer  and  the  regulation  of  the  insurer 
we  have  discussed  so  far,  we  have  reached  the  end 
of  the  criteria  for  a consumer  choice  plan  laid 
down  for  the  conference.  We’ve  discussed  ways  of 
getting  the  insurer’s  domino  falling  in  the  general 
direction  of  the  providers — but  we  haven’t  really 
done  anything  yet  to  hold  the  providers  still  so 
they  feel  the  pressure — nor  have  we  set  many  lim- 
its at  all  on  the  kinds  of  provider  or  insurer/ 
provider  arrangements  that  might  come  about. 

I don’t  see  why  we  should  stop  here.  You  recall 
that  having  given  all  consumers  purchasing  power 
for  health  insurance,  we  required  that  they  spend 
it  with  a certified  insurer — and  we  established 
minimum  or  even  standard  options  of  coverage. 
The  rationale  was  that  government  can  attach 
conditions  of  certification  that  limit  insurers  from 
behaving  in  ways  that  don’t  contribute  to  design- 
ing lower  cost  health  care  arrangements.  In  addi- 
tion, government  can  limit  the  types  of  insurance 
coverage  sold  so  that  these  don’t  result  in  more 
costly  care  for  all  consumers  in  the  long  run. 

I would  argue,  for  these  same  reasons,  that  we 
should  take  the  consumer  choice  approach  one 
step  further,  and  require  that  insurers  can  only 
reimburse  or  enter  into  prepaid  health  care  ar- 
rangements with  government  certified  or  par- 
ticipating providers,  and  that  government  can 
limit  the  kinds  of  arrangements  providers  make  in 
response  to  pressures  to  provide  health  care  at 
lower  costs. 

What  types  of  requirement  might  government 
impose  on  providers  as  a condition  of  “participat- 


ing” in  the  “consumer  choice  natiotial  health  in- 
surance plan?”  Let  us  look  first  at  some  pos- 
sibilities airtied  at  assuring  the  providers  feel  the 
pressure  of  consumer  shopping  through  itisurers. 
I offer  the  following  as  speculative  and  doubtless 
controversial  examples: 

(1)  All  participating  providers  of  health  care, 
whether  institutions  or  private  professionals, 
would  have  to  accept  the  certified  insurers  pay- 
ment for  covered  services  as  payment  in  full.  I’m 
not  suggesting  government  fee  .schedules — I am 
suggesting  a clear  agreement  between  providers 
and  insurers  that  holds  the  consumer  harmless. 
This  would  force  providers  and  insurers  into  hard 
bargaining  on  fees.  Without  some  regulation  like 
this,  providers  might  be  able  to  take  or  leave  in- 
surers’ proposals — and  bill  patients  extra,  as  under 
Medicare. 

If  we  used  Enthoven’s  credit  card  idea  in  con- 
junction with  requiring  insurers  to  pay  providers 
in  full  and  bill  their  enrollees  for  any  deductible 
and  coinsurance  amounts,  it  would  mean  provid- 
ers would  have  to  accept  the  insurer’s  payment  as 
“payment  in  full”  for  virtually  all  services.  Fhis 
would  both  make  the  stakes  of  these  fee  negotia- 
tions between  insurers  and  providers  very  high, 
and  offer  providers  the  benefit  of  receiving  pay- 
ment directly  from  the  insurer — reducing  bad 
debts  and  administrative  costs. 

(2)  All  participating  providers  would  have  to 
offer  health  services  to  any  consumer  who  requests 
care.  This  requirement  would  prevent  providers 
from  discriminating  against  plans  that  they  don’t 
like,  and  patients  who  are  enrolled  with  them — 
and  it  would  force  providers  to  come  to  terms  of 
some  sort  with  all  the  major  insurers  in  the  area. 
We  would  have  to  make  the  exception,  of  course, 
that  if  the  consumer  is  an  enrollee  of  a closed 
panel  plan,  only  emergency  services  must  be  of- 
fered. 

(3)  All  participating  providers  would  have  to 
make  public  basic  prices,  utilization,  and  other  in- 
formation that  would  help  both  insurers  and  con- 
sumers make  intelligent  choices  of  whom  to  do 
business  with.  I see  this  as  directly  parallel  to  re- 
quiring the  insurer  to  publish  understandable  in- 
formation so  consumers  can  understand  and 
choose  the  most  cost/beneficial  insurance  plan  for 
them. 

In  addition  to  these  provider  regulations  aimed 
at  assuring  that  providers  feel  the  pressures  to 
compete,  I think  we  would  need  to  limit  some 
actions  providers  might  take  while  trying  to  com- 
pete. When  we  were  talking  about  regulating  in- 
surance companies,  I argued  that  without  a min- 
imum required  benefit  package,  insurers  might 
market  and  many  consumers  might  choose  plans 
that  would  encourage  inflation  or  skewing  of 
services  that  ultimately  would  hurt  all  of  us. 


I believe  we  would  also  have  to  limit  or  regulate 
similar  actions  that  providers  of  care  might  take. 
Some  examples  here  might  be: 

(1)  All  participating  inpatient  facilities  and  other 
institutional  resources  would  have  to  offer  services 
consistent  with  the  state  and  Health  Systems 
Agency’s  plans.  This  would  make  consistency  with 
planning  very  nearly  an  absolute  requirement  of 
operation  for  institutional  providers.  Without  this 
requirement,  plans  might  too  readily  construct 
new  facilities  or  purchase  new  equipment  rather 
than  attempt  to  negotiate  contracts  or  arrange- 
ments for  the  use  of  existing  facilities  or  equip- 
ment. It’s  not  clear  that  we  can  afford  the  waste 
this  implies  in  existing  facilities — nor  can  we  be 
confident  that  existing  facilities  won’t  find  a way  to 
stay  open  and  utilized,  and  diffuse  the  costs  so 
widely  through  various  insurers  that  it  doesn’t 
show  up  clearly  or  quickly  in  differentials  in  insur- 
ance rates. 

(2)  All  participating  providers  would  have  to 
meet  minimum  safety  and  quality  standards,  and 
all  health  professionals  must  be  licensed  and/or 
trained  in  fields  relevant  to  the  provision  of  health 
care,  and  must  conduct  adequate  quality  assurance 
programs.  The  actual  licensing  or  certification  of 
providers  might  be  left  to  professional  societies  or 
trade  associations — as  under  Medicare.  But  if  the 
federal  government  helps  to  fund  the  purchase  of 
insurance  from  certified  insurers,  and  if  it  requires 
these  insurers  to  do  business  with  only  certified 
providers,  then  it  will  almost  certainly  have  to  set 
some  standards  to  assure  quality. 

In  addition  to  these  conditions  of  provider  par- 
ticipation, the  government  would  have  to  deal  with 
existing  deterrents  to  provider  competition.  As 
Enthoven  suggests,  state  laws  which  discriminate 
against  closed  panel  group  practice  would  have  to 
be  overridden  or  caused  somehow  to  be  changed; 
and  discriminatory  practices  against  physicians 
participating  in  experimental  delivery  systems 
(such  as  refusing  them  staff  privileges  at  hospitals) 
would  have  to  be  restrained.  Anti-trust  action 
might  have  to  be  taken,  or  regulations  written, 
against  provider  arrangements  that  result  in  a 
provider  monopoly  in  an  area. 

Finally,  it  would  be  helpful  to  eliminate  some 
barriers  that  providers  would  face  in  their  efforts 
to  organize  new  health  care  systems.  Enthoven 
suggests  finding  ways  to  help  hospitals  pay  for 
eliminating  beds  or  converting  the  facilities  to 
other  uses.  We  might  want  to  override  or  cause 
changes  to  state  laws  unduly  limiting  use  of  physi- 
cians assistants  and  other  M.D.  providers.  Start-up 
loans  and  grants,  favored  tax  treatment,  or  some 
other  form  of  financial  relief  might  be  necessary  to 
encourage  providers  to  try  new  delivery  arrange- 
ments that  involve  high  risk,  large  investment,  or 
take  a long  time  to  pay  off.  Some  form  of  relief  for 
malpractice  liability  would  also  be  important — ac- 


companied perhaps  by  guidelines  for  acceptable 
medical  practice,  and  for  applications  of  new  tech- 
nologies such  as  CAT  scanners.  Finally,  it  will 
probably  always  be  necessary  to  supply  needed 
professionals  in  some  areas  by  a mechanism  such 
as  the  National  Health  Service  Corps. 

All  of  these  programs,  many  of  which  are  fairly 
traditional  DHEW  activities,  could  be  seen  under 
the  consumer  choice  plan  as  ways  of  making  it 
easier  for  providers  to  compete  to  assure  access  to 
good  quality,  comprehensive  health  care  at  a rea- 
sonable cost. 

As  with  insurer  regulation,  there  is  one  final  ' 
major  concern  with  provider  regulation.  The  gov- 
ernment incentives  and  regulation  have  to  be  such 
that  they  encourage  innovation  and  competition  to 
offer  lower  cost  care,  rather  than  collusion  with  in- 
surers or  other  providers  to  thwart  the  regulator. 
Insurers  might  choose  to  leave  the  health  business 
if  the  regulations  were  too  harsh.  1 don’t  believe 
most  health  care  providers  really  have  that  option. 
But  they  certainly  do  have  the  option  of  devoting 
their  considerable  genius  to  circumventing  the 
regulations  rather  than  competing. 

The  consumer  choice  approach  requires,  I be- 
lieve, that  providers  see  the  limits  imposed  by  the 
regulations  as  a fair  enough  game  that  they  would 
want  to  compete  and  innovate.  I see  this  as 
perhaps  the  biggest  hurdle  to  be  gotten  over  in  the 
consumer  choice  approach.  I don’t  see  how  the 
pressure  of  consumer  shopping  will  reach  the  pro- 
viders unless  they  accept  regulation — and  the  kind 
of  regulations  I see  as  needed  seem  to  involve 
enormous  changes  in  the  provider’s  current  way  of 
doing  business.  As  with  the  insurer  regulation,  I 
believe  this  may  require  both  some  serious  dick- 
ering  and  careful  step-by-step  phasing  in  of  regu- 
lations so  they  can  be  tested  as  we  go. 

This  concludes  my  discussion  of  incentive  and  p 
regulatory  structures  that  might  be  used  in  the  i|' 
framework  of  the  consumer  choice  approach  to  : 
give  it  the  best  chance  of  working.  In  summary,  I .■ 
believe  there  are  a number  of  ways  to  motivate  [^r 
consumers  to  shop  for  lower  cost  health  insurance;  [| 
I believe  we  could  find  regulatory  mechanisms  to 
limit  unproductive  competition  among  insurers  | 
and  providers;  and  I believe  we  can  find  ways  to  .1 
assure  that  health  care  providers  feel  the  market  f 
pressure.  Moreover,  with  some  imagination,  I p 
think  we  could  design  the  system  so  there  is  no  1: 
more  administrative  chaos  than  we  have  at  n 
present — and  maybe  less.  And  I think  it  could  be  If 
designed  to  do  a lot  of  good  for  a lot  of  people  by 
putting  better  insurance  in  their  hands. 

The  key  question,  of  course,  is  would  it  work  to 
assure  health  care  at  “reasonable  cost.”  Before 
discussing  that,  however,  I’d  like  to  compare  con- 
sumer choice  to  a radically  different  approach — ■ 
the  Health  Security  approach.  i 


Comparison  with  other  NHI  regulatory 
approaches 

The  Health  Security  approach  is  radically  dif- 
ferent from  the  consumer  choice  approach  in  its 
incentive  and  regulatory  structure. 

First,  with  only  one  exception,  Health  Security 
does  not  attempt  to  motivate  either  individual  con- 
sumer or  employers  to  shop  for  health  insurance 
or  health  care  on  the  basis  of  cost.  No  attempt  is 
made  to  make  costs  of  insurance  and  health  care 
more  apparent  to  consumers.  In  fact,  just  the  op- 
posite is  the  case.  The  program  is  structured  care- 
fully to  eliminate  cost  as  a consideration  in  the 
consumer’s  decisions  about  health  care.  There  is 
no  shopping  for  lower  insurance  premiums,  since 
the  insurance  is  paid  for  by  fixed  social  security 
taxes  and  matching  federal  general  revenues. 
There  is  no  choosing  among  insurers,  since  every 
resident  of  the  country  is  automatically  enrolled  in 
a single  insurance  program  administered  by  gov- 
ernment. Nor  is  there  choosing  of  providers  on 
the  basis  of  costs,  since  the  plan  aims  at  paying  the 
complete  costs  of  covered  services  regardless  of 
which  provider  the  consumer  goes  to  for  care. 

In  short,  the  program  attempts  to  carry  out  its 
supporters’  often-stated  goal  that  health  insurance 
and  health  care — like  education — should  be  avail- 
able to  all  in  6ur  society,  and  the  individual  should 
not  have  to  consider  costs  in  his  use  of  health  care. 
This,  I would  submit,  is  part  of  the  meaning  of  the 
word  “security”  in  the  name  Health  Security. 

I would  suggest  that  this  basic  difference  with 
the  consumer  choice  approach  is  very  nearly  unre- 
solvable.  The  fundamental  philosophy  of  con- 
sumer choice  involves  creating  competition  among 
insurers  and  providers  by  motivating  consumers  to 
shop  more  vigorously  on  the  basis  of  costs.  The 
approach  is  to  make  the  consumer  bear  a big 
enough  portion  of  the  costs  so  he  wants  to  look  for 
a better  deal.  In  other  words,  the  consumer  choice 
approach  is  founded  on  making  the  consumer 
“insecure” — at  least  in  terms  of  his  ability  to  pay 
for  the  insurance  he  really  wants.  If  the  consumer 
choice  approach  would  require  the  consumer  to 
pay  none,  or  only  a small  percentage  of  his  insur- 
ance premium  costs,  this  would  bring  it  closer  to 
Health  Security,  but  then  the  consumers  would  not 
be  very  highly  motivated  to  “shop.”  Factors  like 
convenience,  or  who  gets  to  him  first,  will  dictate 
more  of  what  choice  he  makes.  If,  on  the  other 
hand,  the  consumer  choice  approach  only  pays  a 
small  percentage  of  the  costs  of  insurance,  there 
will  be  more  motivation  to  shop  on  the  basis  of 
costs;  more  people  stopping  to  consider  costs  be- 
fore buying  coverage  or  getting  health  care;  and 
also  more  “insecurity.” 

The  only  approach  to  resolving  the  Health 
Security  and  consumer  choice  approaches  would 


be  to  define  levels  of  cost  to  consumers  that  would 
be  considered  “affordable,”  and  therefore  not  too 
provocative  of  "insecurity”  by  the  health  “security” 
advocates,  and  which  would  be  considerefl  high 
enough  by  consumer  choice  advocates  to  motivate 
consumers  to  do  vigorous  shopping. 

This  would  not  only  involve  a delicate  bal- 
ance— it  would  involve  enormous  technical  com- 
plexities. “Affordable,”  after  all,  means  one  thing 
to  a family  of  four  living  on  $15,000  a year — anti 
another  to  the  same  family  living  on  $10,000  or  on 
$20,000.  A tax  financed  plan  like  Health  Security 
would  essentially  require  differential  payments  for 
health  insurance  from  these  families  according  to 
their  incomes.  But  a premium-based  plan  would 
involve  flat  premium  payments  by  all  consumers 
regardless  of  income — or  even  worse,  payments 
that  vary  by  age,  sex — and  possibly  other  factors. 
We  might  design  ways  to  more  heavily  subsidize 
the  premiums  of  lower  income  and/or  older  con- 
sumers, but  this  at  least  involves  great  com- 
plexities. 

But  let’s  look  a little  further  at  the  Health 
Security  approach  in  terms  of  regulation  of  insur- 
ers and  providers,  compared  to  the  consumer 
choice.  If  pressure  to  reform  health  delivery  is  not 
generated  by  consumer  shopping  and  competition 
between  insurers  and  providers,  how  is  it  created 
under  Health  Security? 

The  answer  is,  of  course,  by  far  more  extensive 
government  regulation. 

First,  Health  Security  assumes  insurers  cannot 
be  adequately  regulated,  and  that  they  will  only 
“buffer”  providers  from  consumer  demands  for 
better  health  care.  So  it  would  eliminate  insurers 
for  covered  services.  They  would  not  be  excluded 
from  selling  supplemental  coverages — or  offering 
administrative  services  to  either  the  government  or 
to  providers  of  health  care.  But  they  would  play  no 
insuring  or  systems  reform  role  for  covered  serv- 
ices. The  only  insurer  would  be  the  government. 

The  easiest  way  to  understand  what  this  means 
in  terms  of  the  interplay  of  market  forces,  and  the 
nature  of  and  need  for  regulation  under  Health 
Security,  is  to  return  to  the  “domino  theory”  for 
understanding  the  consumer  choice  approach.  It 
would  be  as  if  the  middle  domino  representing 
competing  insurers  were  replaced  by  one  giant 
insurer  who  had  enrolled  every  resident  in  the 
country  in  an  insurance  plan  that  is  so  comprehen- 
sive that  it  pays  for  the  vast  majority  of  all  health 
care. 

This  giant  insurer  would  have  no  competition 
from  other  insurers  to  keep  him  focused  on  the 
goals  of  access  to  comprehensive,  good  quality 
health  care  at  reasonable  costs.  But  since  the  in- 
surer would  be  the  government,  it  would  have  the 
federal  budget,  tax  levels,  and  the  burden  on 
employers  and  business  to  worry  about — all  of 
which  boils  down  to  the  need  for  government 


leaders  and  politicians  to  be  responsive  to  the  will 
of  the  electorate  if  they  wish  to  he  re-elected.  The 
idea  of  the  Health  Security  approach  is  that  the 
public  would  use  votes  (rather  than  shopping  pres- 
sure) to  force  the  government  insurer  to  put  pres- 
sure on  providers  of  care  to  organize  health  serv- 
ices in  better,  less  costly  ways.  I bis  would  be  done 
with  both  incentives  and  regulations. 

A good  example  of  the  incentive  approach  is 
written  into  the  Health  Security  bill  itself — and  it  is 
the  one  exception  to  the  rule  that  consumers 
would  not  be  motivated  to  “shop”  by  cost  consid- 
erations under  Health  Security. 

Health  Security  would  allow  consumers  to  enroll 
in  prepaid  health  care  arrangements,  and  would 
reimburse  these  arrangements  by  capitation  pay- 
ments. This  would  give  the  consumer  the  ability  to 
“spend"  his  government  coverage,  so  to  speak,  on 
either  prepaid  health  care  arrangements  or  other 
more  conventional  arrangements.  Moreover, 
Health  Security  would  offer  explicit  incentives  to 
the  consumer  to  enroll  in  prepaid  arrangements 
by  covering  unlimited  mental  health  services,  pre- 
scription drugs  and  other  services  in  HMO’s  and 
foundations  which  would  not  be  covered  in  other 
health  care  settings.  This  could  give  HMO’s  a 
powerful  competitive  edge.  In  addition.  Health 
Security  would  offer  providers  the  deal,  that  if 
they  form  such  prepaid  arrangements  and  offer 
these  broader  services  for  the  capitation  amount, 
they  could  keep  most  of  what  they  save  out  of  the 
capitation  payment. 

Providers  wouldn’t  have  to  go  to  a prepaid 
basis — but  they  would  be  offered  a deal  much  like 
the  one  they  might  be  offered  by  a private  insurer 
under  the  consumer  choice  approach.  In  addition, 
Health  Security  would  offer  grant  or  loan  dollars 
out  of  a resource  development  fund  to  help  start 
up  prepaid  group  practices  or  other  needed  health 
care  resources.  The  idea  is  for  the  government  to 
offer  such  incentives  to  providers  whenever  and  in 
whatever  way  would  encourage  lower  costs  and 
good  care. 

In  addition  to  such  incentives  for  change,  the 
one  government  insurer  under  Health  Security 
would  exercise  enormous  regulatory  pressure  on 
providers. 

For  example: 

• The  program  would  establish  physician  fee 
schedules  in  every  area  of  the  nation  by  negotia- 
tion between  physicians  and  government — and 
physicians  would  be  obliged  to  accept  this  payment 
as  payment  in  full; 

• The  program  would  place  all  institutional  pro- 
viders, such  as  hospitals,  nursing  homes, 
neighborhood  health  centers  and  mental  health 
centers,  on  prospective  budgets  which  must  be 
reviewed  and  approved  individually  by  the  federal 
agency  for  the  area; 


• The  program  would  require  that  all  major  j 
surgery  and  other  costly  or  high  risk  procedures 
only  be  paid  for  if  tbe  patient  was  referred  to  the  ■ 
specialist  by  a primary  care  physician;  and  some  \ 
procedures,  which  the  program  managers  specify,  i 
can  be  reimbursed  only  if  a second  specialist’s 
opinion  were  obtained; 

• Tbe  program  would  establish  a range  of  condi-  j 
tions  of  participation  by  professional  and  provider  | 
institutions — and  even  national  licensure  recjuire-  ' 
ments. 

In  all  of  these  cases,  the  regulation  would  be 
extremely  compelling  on  providers  of  care — since  : 
there  are  no  other  insurers  to  go  to,  and  no  other  ; 
patients  except  those  covered  by  the  Health  Secu- 
rity plans.  And  in  all  of  these  cases,  the  purpose  of  , 
the  regulations  would  be  to  require  the  providers  ' 
to  offer  low  cost,  high  quality,  and  accessible 
health  care. 

The  basic  regulatory  philosophy  of  Health  , 
Security  seems  based  in  tbe  belief  that  it  will  take 
enormous  pressure  to  bring  about  change  in  the 
way  health  care  is  organized,  and  the  only  way  to  , 
create  enough  pressure  is  by  putting  nearly  all  : 
purchasing  power  in  the  hands  of  one  insurer — ' 
namely  the  federal  government — and  establishing 
careful  top-down  regulations  of  the  delivery  sys-  | 
tern.  The  “shopping”  of  consumers,  whether  indi- 
vidual consumers  under  the  consumer  choice  ap- 
proach, or  employers  as  under  the  mandated  i 
CHIP  approach,  would  be  considered  inadequate 
to  create  enough  pressure. 

But  the  best  example  of  this  difference  in  regu- 
latory philosophy  is  in  the  way  Health  Security 
proposes  to  slow  down  rising  costs — compared  to  i 
consumer  choice.  The  program  would  establish ) 
top-down  annual  budgets  for  health  care — starting  ^ 
at  the  national  level  and  proceeding  to  an  area 
level.  The  budgets  of  hospitals,  the  capitation 
payments  to  HMO’s  and  fees  to  physicians  would 
all  come  out  of  this  budget.  And  if  it  starts  to  run  i 
short,  it  would  require  appeals,  hearings,  and  ul- ; 
timately  supplemental  appropriations  at  the  na-  j 
tional  level  to  augment  it.  The  idea  is  to  create  | 
public  pressure  on  providers  to  police  themselves  | 
and  keep  costs  down.  This  “cap”  or  limit  is  placed 
directly  on  all  payments  to  providers  of  health 
services  by  Health  Security.  ^ 

The  only  “cap”  in  the  consumer  choice  approach 
is  on  the  percentage  of  the  insurance  premium! 
that  the  government  (or  employers)  would  sub- 
sidize. The  pressure  to  hold  down  costs  is  more] 
indirect  under  this  approach.  The  idea  would  be 
that  if  30%  of  a consumer’s  insurance  premium  is 
subsidized  in  each  successive  year,  the  consumer 
would  have  to  pay  60%  of  the  increase  from  year 
to  year.  And  if  it  goes  up  faster  than  he  can  afford, 
he  would  shop  all  the  harder  for  other  insurers  or 
providers.  This  would  create  more  competitive! 
pressure  to  keep  costs  down. 


The  differences  in  regulatory  concepts  in  Health 
Security  and  consumer  choice  reflect  radically  dif- 
ferent estimates  of  how  much  pressure  it  will  take 
to  organize  health  care  at  lower  costs — and  radi- 
cally different  estimates  of  how  much  pressure 
competition  can  bring  about. 

Conclusion 

With  this  I have  concluded  my  responsibilities 
on  the  program.  Which  of  these  regulatory  ap- 
proaches we  take  under  national  health  insurance 
obviously  comes  back  to  how  we  define  the  terms 
like  “access,”  “good  quality,”  “comprehensive,” 
and  “reasonable  cost”  in  our  statement  of  goals.  If 
we  start  by  saying  “reasonable  cost”  is  most  im- 
portant, and  if  we  mean  that  no  one  should  have 
to  stop  to  consider  costs — regardless  of  his 
income — then  we  very  likely  can’t  design  a con- 
sumer choice  or  mandated  system  that  generates 
enough  competitive  pressure  to  keep  overall  costs 
down.  How  much  cost  pressure  on  individuals 
would  be  considered  “reasonable”  in  trade-off  for 
a regulatory  system  that  allows  more  provider  and 
insurer  freedom — and  perhaps  more  innova- 
tion— is  a balue  judgment.  Some  important  value 
judgments  for  the  future  of  the  consumer  choice 
approach  by  the  major  institutional  interests  are 
scheduled  to  be  heard  tomorrow.  After  all,  it  is 
essential  to  the  consumer  choice  approach  that 
incentives  and  regulation  be  received  by  the  con- 
sumers, insurere,  and  providers  alike  as  defining  a 
game  in  which  they  are  willing  to  compete  with 
imagination  toward  common  societal  goals. 

But  what  approach  we  choose  also  depends  on 
how  much  confidence  we  have  in  the  power  of 
competition  in  the  medical  care  marketplace.  I 
personally  have  not  been  accustomed  to  putting 
much  hope  in  that  marketplace,  but  like  the  priest 
in  my  story  at  the  beginning,  I am  interested  in  the 
alternative,  and  I think  it  needs  to  be  developed. 
And  I’m  interested  because  if  there  is  indication 
that  the  consumer  choice  approach  might  work  in 
the  marketplace,  it  has  some  powerful  arguments 
that  can  be  made  for  it.  First  of  all,  of  all  the 
proposals  it  does  the  least,  I believe,  to  set  the 
current  health  care  system  in  concrete.  In  fact,  it 
allows  for  the  possibility  that  the  health  care  ar- 
rangements we  need  to  control  costs  haven’t  been 
conceived  of  yet.  And  it  tries  to  encourage 
maximum  experimentation  to  come  up  with  them. 


Second,  it  minimizes  the  governtnent  role  in  an 
area  that  doesn’t  seem  atixious  for  bigger  gf>vern- 
rnent,  and  if  we  use  the  employer  mandated  vou- 
cher, we  keep  the  cost  off  the  Federal  budget. 

I bird,  if  we  design  it  generously  ami  carefully, 
it  could  do  a lot  of  good  for  a lot  of  people, 
perhaps  not  as  many  as  tbe  Health  Security  ap- 
proach— but  a lot  of  people. 

And  lastly,  it  allows  us  to  phase  in  the  program 
step  by  regulatory  step  with  minimum  disrupti(jn 
to  the  present  system,  and  minimum  irreversible 
consequences.  We  can  see  whether  it  is  working  as 
we  go. 

I can’t  resist  closing  by  telling  you  another  brief 
story. 

For  years  I’ve  been  starting  talks  on  National 
H ealth  Insurance  with  the  story  of  a country 
preacher  who  was  driving  home  late  at  night,  over 
a winding  country  road,  and  taking  each  corner 
faster  and  faster  as  he  got  sleepier  and  sleepier. 
Finally  he  went  a little  bit  too  fast,  went  through 
the  guard  rail,  over  the  cliff,  but  managed  to  reach 
out  and  grab  onto  a branch  sticking  from  the  side 
of  the  cliff.  The  car  hurtled  down  past  him  and 
exploded  in  flames  at  the  foot  of  the  cliff.  Keeping 
his  wits  about  him  he  looked  up  and  realized  he 
was  100  feet  from  the  top  of  the  sheer  cliff.  He 
looked  down  the  sheer  cliff  and  there  was  his  car 
in  flames  hundreds  of  feet  below  him.  He  thought 
for  a minute,  and  lifted  his  eyes  to  heaven  and 
called,  “Is  anyone  up  there?”  After  a moment,  a 
voice  came  back  and  said,  “Let  go  of  the  branch.” 
Well,  he  looked  back  up  at  the  top  of  the  cliff  and 
he  looked  down  at  his  burning  car,  and  be  lifted 
his  eyes  back  to  heaven,  and  said,  “Is  anybody  else 
up  there?” 

I’ve  been  wondering  today,  what  if  the  sonorous 
voice  that  came  back  in  response  to  the  second 
question  had  been  Alain  Enthoven’s,  what  might  it 
have  said?  I suspect  it  would  have  been  something 
like,  “Relax,  you  can  do  it.  Let  go  with  one  hand, 
feel  around  to  the  right  and  left;  look — we’ve  got 
some  things  going,  there  are  going  to  be  some  new 
branches  soon. 

“And  we  think  some  cracks  are  going  to  develop 
because  of  the  strain  of  the  system — and  if  you 
hang  in  there,  you  ought  to  be  able  to  work  your 
way  down  the  cliff  in  time.  But  don’t  try  to  go  up 
the  cliff.  That’s  against  the  rules.  If  you  do — rain, 
fog,  lots  of  bad  things  are  going  to  happen  and 
you’ll  never  get  off  the  face  of  this  cliff.” 


Open  discussion 


ALAIN  ENTHOVEN:  I certainly  welcome 
Stan’s  suggestions.  I think  some  of  them  sound 
interesting  and  I want  to  study  and  think  about 
them.  It’s  a complex  problem  area.  I collected  a 
few  thoughts  as  I listened  to  him  and  reflected  on 
things  that  other 'people  had  said,  and  wdnt  to 
make  these  points. 

First  of  all,  I think  in  developing  a CCHP 
scheme,  qualified  plans  certainly  can  include  pub- 
lic providers  as  well  as  private  health  plans.  There 
is  no  desire  or  intent  here  to  exclude  public  pro- 
viders. And,  in  fact,  there  are  some  interesting 
attempts  going  on,  as  I mentioned  at  the  outset 
this  morning,  such  as  in  Contra  Costa  County  in 
California  where  the  County  would  like  to  up- 
grade their  system  into  an  HMO,  first  of  all  taking 
care  of  Medicaid  people,  and  then  perhaps  reach- 
ing out  to  others.  A voucher  system  would  be  a 
way  of  assuring  secure  long-term  funding  for  such 
an  organized  public  provider.  I do  think  that  we 
need  to  have  public  providers  as  a last  resort,  but  it 
would  be  of  benefit  if  the  Medicaid  beneficiaries  in 
such  a system  had  the  right  also  to  take  their 
vouchers  to  Kaiser  or  to  an  IPA  or  some  other 
system,  in  order  to  keep  the  public  provider  under 
a certain  amount  of  pressure. 

I recognize  that  extra  subsidies  would  be  re- 
quired for  the  extra  duties  of  the  public  provider 
dealing  with  the  special  problems  that  they  face. 

Secondly,  I want  to  emphasize  that  the  market- 
ing under  CCHP  would  be  run  through  the 
government.  It  just  wouldn’t  make  any  sense  to 
conceive  of  this  as  a system  where  we  just  say, 
everybody  has  a voucher  and  they  can  wander 
around  in  the  hinterland  to  see  if  they  can  find 
anything.  At  least  the  way  I visualized  it,  it  would 
look  a lot  like,  say,  the  California  State  Public 
Employees  Retirement  System.  I wish  I had 
brought  copies  of  the  books  that  they  hand  out  to 
their  people.  They  produce  a very  informative, 
attractive  book  each  year,  which  gives  very  good 
descriptive  material  on  each  of  the  different  com- 
peting health  plans.  The  point  is  that  under  CCHP 
the  information  that  is  made  available  to  the  con- 
sumers is  reviewed  and  regulated  by  the  govern- 


ment. It’s  not  a case  of  door-to-door  salesmen 
pushing  private  health  plans,  but  rather  a 
government-run  open  enrollment. 

Third,  actuarial  costs  would  reflect  risk  status. 
For  the  system  to  work  properly,  we  would  allow 
higher  premiums  and  higher  public  subsidies  for 
people  in  the  higher  risk  categories. 

Fourth,  income  testing  is  an  inevitable  thing  now 
with  respect  to  reformed  w'elfare.  In  fact,  any  kind 
of  welfare  system  is  going  to  have  means  testing  to 
decide  how'  much  subsidy  is  needed.  This  summer 
I designed  a proposal  to  integrate  health  plan 
premium  vouchers  with  the  administration’s  wel- 
f^are  reform,  which  I think  has  many  positive  fea- 
tures, and  we  could  piggyback  on  that.  But  what- 
ever welfare  system  we  have  would  require  means 
testing.  And  while  means  testing  has  a lot  of  nega- 
tive aspects,  it  does  have  the  important  advantage 
that,  in  an  era  of  limited  resources,  it  allows  us  to 
target  the  largest  subsidies  on  the  people  who  need 
the  money  the  most. 

Next,  Stan  raised  the  question  of  how  high  the 
subsidy  should  be  as  a percentage  of  actuarial  cost, 
for  the  non-poor  in  order  for  the  system  to  work 
properly.  I believe  that  a subsidy  around  60  per- 
cent, possibly  two-thirds  of  actuarial  cost,  would 
make  the  system  work  best:  that  is,  in  1978  for  a 
typical  family  of  four,  a subsidy  of  about  $800. 
This  is  based  on  the  experience  in  the  Federal 
Employees  Health  Benefits  Plan. 

By  the  way,  it’s  very  unfortunate  that  several 
representatives  of  the  public  sector  here  say  that 
people  in  Washington  have  a very  hard  time 
figuring  out  the  Federal  Employees  Health  Bene- 
fits Plan.  I didn’t  think  it  was  that  complex.  It 
seemed  to  me  that  it  was  rather  simpler  than  some 
of  the  issues  that  have  to  be  dealt  with.  If  the 
leaders  of  HEW  can’t  figure  out  their  own  health 
plan  choices,  then  that  raises  some  fundamental 
questions  about  their  ability  to  figure  out  the 
choices  for  the  rest  of  us. 

Clearly,  the  minimum  benefit  package  in  a 
qualified  health  plan  would  have  to  be  mandated. 
One  might  mandate  certain  minimum  benefits 
without  cost  sharing,  such  as  prenatal  care,  and 


immunization,  that  is,  preventive  care  of  demon- 
strated value.  That  should  make  a lot  of  sense. 

Certainly  the  intent  of  this  kind  of  a proposal 
would  not  be  to  get  everyone  to  fall  back  on  only 
catastrophic  insurance. 

Finally,  Stan,  I think  the  idea  of  requiring  as- 
signment is  a very  good  idea.  That  is  to  say  that 
the  physician  provider  would  have  to  negotiate  a 
deal  with  the  qualified  health  plans  with  which  he 
works,  so  that  the  consumer  is  not  expected  to 
make  an  additional  payment  to  the  providing 
physician. 

JIM  WALLACE:  Would  a community  hospital 
with  Hill-Burton  requirements  that  state  they  have 
to  give  a certain  amount  of  free  care  each  year  still 
be  required  to  do  so  under  CCHP?  And,  second, 
would  a hospital  as  a provider  be  able  to  turn 
down  anyone  coming  to  them,  for  example,  indi- 
viduals with  unpaid  deductibles  from  previous 
years? 

ALAIN  ENTHOVEN;  First  of  all,  community 
hospitals  would  continue  to  exist.  I haven’t  any 
thought  about  the  question  of  whether  you  can 
maintain  the  Hill-Burton  requirement.  Certainly 
there  would  have  to  be  publicly  arranged  provid- 
ers, or  public  providers  of  last  resort  for  people 
who  are  in  need  of  care. 

With  respect  to  people  who  have  not  paid  their 
payments,  that’s  a problem  we  of  course  face  in 
any  national  health  insurance  plan.  In  Kennedy- 
Mills,  for  example,  there’s  cost  sharing,  and  what 
do  you  do  about  people  who  don’t  pay  their  cost 
sharing? 

I think  arrangements  would  have  to  be  made, 
and  can  be  designed,  to  give  insurors  preferred 
status  to  be  able  to  collect  from  their  beneficiaries, 
if  they  are  non-poor.  If  they’re  poor,  of  course, 
their  vouchers  would  cover  essentially  all  the  cost. 

BERT  SEIDMAN:  I’d  like  to  follow  along  the 
same  line,  and  that  is,  would  you  give  any  choice  to 
insurors  under  your  plan  as  to  whether  they  accept 
groups  or  individuals  who  apply  to  them? 

ALAIN  ENTHOVEN:  No.  That  is,  for  the  plan 
to  work  properly  I believe  you  would  have  to  have 
open  enrollment  to  prevent  preferred  risk  selec- 
tion. That’s  why  I think  we  need  to  have  a 
government-run  open  enrollment;  otherwise,  in- 
surors will  carefully  locate  their  offices  in  attrac- 
tive areas,  and  so  forth. 

I think  a government-run  open  enrollment, 
where  every  eligible  beneficiary  can  go  and  desig- 
nate his  plan  through  the  government  agency, 
would  be  the  way  to  prevent  abuses  and  problems 
of  preferred  risk  selection. 

Now,  can  I come  back  to  the  other  question,  with 


respect  to  the  hospital,  i.e.  would  you  allow  a 
hospital  to  turn  down  a person? 

I think  the  direction  in  which  we  have  to  go  is  to 
get  organized  health  care  delivery  systems,  so  that 
if  somebody  walks  into  George  Washington  Uni- 
versity Hospital  in  a non-emergency  situation,  and 
says,  “I  would  like  to  be  cared  for,”  the  hospital 
would  say,  “Well,  let  me  see  your  identification 
card.”  If  the  identification  card  says  you  are  a 
member  of  Georgetown  University  Hospital 
Community  Health  Plan,  then  it  would  be  appro- 
priate for  them  to  say,  “You  should  go  to  the 
Health  Plan  you  have  signed  up  with.”  Now,  if  it 
were  an  emergency,  then  I would  expect  emer- 
gency care  to  be  provided. 

LAWRENCE  LEWIN:  I wonder,  Alain,  whether 
you  or  Walter,  or  anyone  else  would  like  to  re- 
spond to  a point  that  Ruth  suggested  a little  bit 
earlier,  and  that  is  the  problem  of  either  the  non- 
employed  worker  or  those  workers  employed  with 
very  small  firms,  where  you  don’t  have  the  aggre- 
gation of  demand.  Specifically,  I am  referring  to 
those  who  are  hard  and  probably  inefficient  to 
reach  on  the  part  of  plans  that  might  be  trying  to 
market  their  services. 

With  respect  to  these  people,  how  would  you 
respond  to  Ruth’s  suggestion  that  an  appropriate 
governmental  alternative  would  be  health  risk 
pools  somewhat  similar  to  the  insurance  pools  that 
some  states  have  for  high  risk  insurance  auto  in- 
surance enrollees,  but  not  limited  just  to  those  of 
high  risk;  that  is,  a guaranteed  access  to  a plan 
recognizing  that  people  could  continue  to  operate 
on  an  individual  insurance  basis,  but  make  sure 
that  the  health  care  delivery  concept  is  available. 
What  violence  would  this  do  to  your  concept? 

ALAIN  ENTHOVEN:  Certainly  we’re  talking 
about  universal  coverage  for  everybody,  and  that’s 
one  way  to  achieve  it.  There’s  an  alternative,  which 
is  to  say  that  if  a person  had  not  signed  up  pre- 
viously, and  then  became  ill  and  in  need  of  care, 
that  he’d  be  enrolled  in  one  or  another  plan  at  that 
time.  That  gets  into  details  of  administrative  ar- 
rangements that  I think  are  too  complex  to  make  it 
worthwhile  to  pursue  here. 

But  I think  that  is  one  way  to  do  it — a fall-back 
public  plan;  people  who  don’t  exercise  the  option 
to  enroll  in  some  other  competing  plan  would 
automatically  be  considered  enrolled  in  the  fall- 
back plan. 

ED  MARTIN:  I think  that  part  of  Stan’s  pres- 
entation shifted,  very  considerably,  the  dichotomy 
in  the  original  presentation.  After  taking  two  and 
a half  pages  of  notes  on  the  types  of  regulation 
and  the  government  role  in  the  proposed  CCHP,  I 
began  to  see  the  distance  between  the  Eederal 
government  assuring  or  providing  security  of  a 


CCHP  system  to  protect  the  interests  of  the  con- 
sumer and  the  public,  and  the  Health  Security 
proposal  narrowed  rather  considerably.  The  as- 
sumed considerable  difference  between  the  regu- 
latory government  system  versus  the  decentralized 
market  force  system  very  clearly  closed  down  by 
the  time  you  got  through  all  the  tlifferent  ways  the 
Federal  government  would  regulate.  Many  were 
new  ways,  and  not  those  extending  what  the  Fed- 
eral government  is  doing  now.  Really  the  differ- 
ence between  the  two  approaches  had  to  do  with 
his  points  about  the  nature  of  the  insuror,  and 
security  versus  insecurity.  I'he  rest  of  the  differ- 
ence in  regards  to  the  Federal  government  was 
actually  fairly  marginal,  because  the  enormous 
amount  of  CCHP  regulatory  authority  and  respon- 
sibility had  made  the  difference  between  plans  a 
lot  less  significant.  The  beauty  of  the  decentralized 
market  forces  argument  largely  evaporates  with 
the  enormous  amount  of  regulation. 

Where  people  end  up  in  regards  to  this  point 
goes  back  to  the  branch  analogy.  Although  it  may 
be  difficult  for  people  who  are  health  economists 
to  understand  w'hy  others  have  difficulty  under- 
standing their  health  plans,  it  may  depend  on 
whether  you’re  hanging  onto  a branch,  or  you 
think  you  are  the  voice  from  above.  Part  of  the 
presentation  that  we  were  trying  to  make  is  that 
the  folks  hanging  on  the  branch  basically  are  just 
being  offered  two  alternatives.  I’m  not  sure  that 
just  hanging  in  and  being  a bit  insecure  and  wait- 
ing for  things  to  get  better  is  any  better  than 
letting  go.  I’m  just  hopeful  there’s  a third  alterna- 
tive. 

I think  there’s  some  practical  considerations  that 
really  need  to  be  considered,  given  that  the  differ- 
ence between  the  fundamental  federal  role  in  the 
two  concepts  narrows  considerably.  That  is,  a real 
change,  at  least  in  the  way  I read  Alain’s  paper, 
from  depending  mostly  on  pure  market  forces. 
Unless  he  disagrees  with  Stan — I certainly  see  a 
very  different  kind  of  evolving  health  system  than 
the  kind  we  have  now,  and  a very  considerable 
Federal  role  vastly  beyond  where  we’re  at  now. 

Further,  I see  an  enormous  amount  of  provider 
resistance.  I cannot  believe  that  if  you  checked  off 
that  list  Stan  went  through,  there  would  not  be  just 
as  much  reaction  from  the  providers  as  there 
would  be  to  Health  Security.  For  any  one  of  the 
points,  regulation  of  that  sort  is  absolutely  sure  to 
create  an  enormous  amount  of  discussion  on  the 
part  of  vested  interests,  and  the  hospitals  or  the 
private  provider  system. 

ALAIN  ENTHOVEN:  Basically,  I felt  that  Stan 
did  a very  good  job  of  describing  what  I was 
proposing.  In  the  report  that  I did  for  Joe 
Califano  there’s  quite  a bit  of  detailed  backup  on 
the  regulatory  framework.  So  I really  want  to 
make  it  clear  this  is  not  Adam  Smith  speaking.  I 


recognize  that  a great  deal  of  regulation  is  inevita- 
ble in  the  health  care  field,  but  the  question  is — I 
think  as  Stan  said — it’s  a matter  of  pro-competitive 
regulation  where  we’re  trying  to  define  desirable 
types  of  regulation  so  that  the  providers  and  the 
insurers  compete  in  the  right  ways. 

We  have  other  models  in  our  society,  some  of 
which  are  rather  successful  for  what  you  might  call 
pro-competitive  regulation,  such  as  the  regulation 
provided  by  the  Securities  and  Exchange  Commis- 
sion. As  any  of  you  have  dealt  with  securities  laws 
knows,  there  is  a very  long  shelf  of  securities  law', 
which  is  very  complex,  and  is  aimed  at  making  the 
securities  market  work  well  by  eliminating  insider 
trading,  limiting  ways  that  people  can  get  unfair 
advantages,  and  so  forth. 

It’s  not  regulation  versus  no  regulation.  Fhat’s 
not  a realistic  possibility  at  all.  It’s  a case  of  regu- 
lation in  opposition  to  the  incentives,  where  we 
have  a financial  system  that  rewards  cost  increas- 
ing behavior  and  waste.  Trying  then  to  slap  on  price 
controls  and  regulations  creates  a very  muddled, 
confused  situation  where  there’s  continued  contest 
and  struggle  over  the  regulations.  Or  should  we  be 
correcting  the  incentives,  and  using  a regulatory 
framework  to  shape  the  nature  of  the  competition  in 
a productive  way?  You  might  say,  it  is  a matter  of 
trying  to  make  water  run  uphill,  or  it  is  a matter  of 
trying  to  channel  the  stream  in  its  downhill  course. 

Any  voucher  system  to  be  viable,  is  going  to 
require  a good  deal  of  regulation  as  to  who  is  a 
qualified  provider,  how  he  competes,  and  so  forth. 
I think  Stan  did  a very  nice  job  of  characterizing 
that. 


MANUEL  SOLIZ:  I’d  like  to  ask  a question 
about  the  ability  of  a consumer  to  change  plans  at 
any  time,  especially  in  times  of  chronic  illness  such 
as  heart  disease,  kidney  dialysis,  and  cancer.  What 
will  happen  to  an  individual  w'ho  would  like  to 
change  plans  during  those  periods  of  time?  Has 
there  been  an  allowance  for  that  type  of  activity  to 
go  on? 


ALAIN  ENTHOVEN:  Of  course,  as  Stan  said,  I 
see  this  still  as  an  unfinished  proposal  that  re- 
quires a lot  of  work  to  develop. 

It’s  a complex  question  that  one  wants  to  take 
carefully — to  take  seriously. 

Of  course,  we  would  have  an  annual — or  a 
periodic — open  season  in  which  a person  would  be 
able  to  switch  from  one  plan  to  another. 

Apparently,  experience  with  the  Federal  Em- 
ployees Plan  indicates  that  that  works  reasonably 
well.  I think  we  want  to  discourage  more  frequent 
or  capricious  plan  skipping  and  plan  hopping;  we 
would  like  to  encourage  people  to  make  a careful, 
judicious  choice  of  plan. 


jl  One  proposal  that  I think  makes  a lot  of  setise 
would  be  along  the  following  lines. 

If  a plan  is  suspected  of  seriously  underserving 
its  members,  or  being  guilty  of  other  abuses,  then 
!|  the  regulatory  agency  might  come  in  and  be  able 
,1  to  declare  open  season  in  the  middle  of  the  year, 
jl  and  stipulate  that  the  members  of  that  plan  are 
free  to  select  a different  plan  and  enroll.  I'hat  is  a 
way  of  checking  the  abuse  of  underservice.  How- 
ever, I don’t  think  that  we  want  to  have  a situation 
I where  people  can  say,  “I’ll  buy  a cheap  plan  when 
I I’m  well,  and  then  wait  until  I’m  sick  and  switch 
I right  away  to  a comprehensive  plan.’’  And  so,  as  in 
the  Federal  Employees  Plan,  the  range  of  differ- 
ence between  the  full  and  the  less  cost  plans  has  to 
be  constrained  for  that  reason. 

;i 

WALTER  MCCLURE:  I don’t  want  to  let  Larry 
Lewin’s  point  go,  and  I guess  it  was  reiterating  a 
j point  of  Ruth’s.  I’d  like  to  marry  that  with  Stan’s 


where  the  market  on  its  own  is  failing  to  get 
adequate  care  to  those  areas,  we  can  identify  them 
and  devote  specific  resources — public  resources — to 
stimulating  care  in  those  areas.  These  could  be  in  the 
form  of  increasing  the  capitation  grant  to  those 
consumers  so  that  they  could  offer  more,  or  it  could 
be  in  the  form  of  actually  contracting  with  providers 
to  set  up  arrangements  in  those  areas,  which  I think 
would  be  more  productive.  In  either  way,  it  may  be 
in  the  form  of  setting  up  public  arrangements  in 
those  areas — whatever  seems  best  for  that  circum- 
stance. But  we  can  learn  as  we  go  and  try  to  correct 
those  situations  which  I don’t  think  any  of  us  can 
foresee  right  now,  except  that  they’ll  occur. 

STUART  ALTMAN:  I realize  it’s  rather  late, 
and  I’m  very  reluctant  to  bring  this  up  now,  but  I 
have  a sense  we’re  sliding  over  some  of  the  really 
tough  issues  about  Alain’s  plan. 

Let  me  just  give  you  a couple  of  examples. 

Let’s  take  the  minimum  benefit  package.  As  the 
debate  heats  up  about  what’s  in  that  minimum 
benefit  package,  you  can  be  assured  that  the  men- 
tal health  people,  the  dental  people,  the  mental 
retardation  people,  the  nursing  care  people,  and 
on  and  on,  are  going  to  want  to  make  sure  that 
their  services  are  included.  Can  we  keep  such 
forces  out  by  simply  concentrating  on  the  amount 
of  money  the  government  will  put  in  the  voucher? 
Or,  as  Stan  Jones  and  Ruth  Hanft  suggest,  should 
we  mandate  things  that  people  won’t  buy  but  need, 
so  they  can  obviously  put  in  things  that  they  do 
buy? 

That’s  the  old  Washington  Monument  syn- 
drome; you  know,  when  the  Interior  Department 
faced  the  problem  of  a cut  in  their  budget,  the  first 
thing  they  threatened  not  to  do  was  clean  the 


Washington  .Monument.  They  know  that  would  be 
put  back,  and  therefore  they  would  have  their 
whole  budget.  What  do  you  think  such  a tactic 
would  do  to  the  size  of  the  voucher? 

Second,  when  we  discuss  the  amount  of  money 
included  in  the  voucher  we  must  begin  to  discuss  a 
breakdown  by  areas.  Now  suppose  in  the  middle  of 
the  year  the  unions  in  a particular  area  say,  “W'e 
want  a 27.2  percent  increase  because  the  firemen 
have  just  gotten  a 26.9  percent  increase  and  we’re 
not  about  to  be  outdone  by  the  firemen.”  And 
somebody  says,  “Now  wait  a minute.  You  can’t  do 
that  because  the  vouchers  given  to  us  by  the  Fed- 
eral government  don’t  permit  a 27.2  percent  in- 
crease.” And  they  say,  “Well,  what  do  we  do?” 
“Well,  you’d  better  go  to  the  voucher  man — or  the 
voucher  woman — who  is  in  charge  because  there’s 
no  way  that  we  can  pay  without  an  increase  in  the 
amount  our  area  receives  from  the  government.” 
Pretty  soon  the  government,  whether  it’s  at  the 
local  level,  or  the  state  level,  or  at  the  Federal 
level,  gets  involved  in  the  negotiations  between  the 
hospital  employees  and  the  hospital.  I’his  is  likely 
to  happen  over  and  over  again  in  many  regions  of 
the  country.  We  could  wind  up  in  a situation 
where  the  Federal  government  is  forced  to  set  the 
wages  for  each  hospital  and  medical  employee 
group. 

Then  you  get  into  the  situation  that  David  Kin- 
dig  alluded  to.  That  is,  once  you  start  saying  that 
tjie  poor  should  get  different  kinds  of  care,  re- 
gardless of  their  health  status;  that  is,  after  you’ve 
taken  into  account  all  their  characteristics — their 
age,  sex,  marital  status,  and  heartbeat,  you  still 
have  to  add  another  ingredient — that  they’re  poor. 
Now,  how  do  you  begin  to  do  that,  because  poor 
people  get  medical  care  in  different  areas  and 
from  different  types  of  providers.  So,  if  you  hap- 
pen to  be  in  one  of  Art  Hess’s  hospitals — they  have 
developed  a whole  special  delivery  system  for  the 
poor  which  is  different  than  in  wealthier  com- 
munities. If  you  want  to  do  what  Dave  was  alluding 
to,  and  I think  Art  was  alluding  to,  you’re  going  to 
have  to  begin  side  negotiations  between  those  hos- 
pitals and  the  government  to  make  up  for  the  fact 
that  the  care  there  is  different. 

And  there  are  many  other  examples  as  well.  As  a 
result,  I begin  to  get  a very  uncomfortable  feeling 
that  you  are  not  that  far  away  from  a regulatory 
structure  that  looks  like  what’s  in  Health  Security. 
The  only  difference  may  be  certificate-of-need. 
Well,  99.2  percent  of  the  certificate-of-need  appli- 
cations go  through  anyway,  and  while  they  do 
cause  a lot  of  bureaucratic  red  tape  and  waste,  they 
do  provide  jobs  for  planners.  So  I wonder,  Alain, 
when  you  say  you’re  not  Adam  Smith,  whether  the 
system — not  your  proposal — whether  the  system 
will  be  drawn  toward  the  very  tough  regulatory 
structure  you  are  against.  What  concerns  me  the 
most  is  the  fact  that  the  funds  to  pay  for  the  sys- 


tern  will  come  from  the  Federal  government.  Once 
the  government  starts  paying  the  bills,  no  matter 
how  they  do  it,  all  of  these  pressures  will  play  out. 

I’m  sorry  to  bring  it  up  late,  but  I have  a feeling 
we  haven’t  been  touching  these  issues. 

ALAIN  ENTHOVEN:  Now,  Stu,  don’t  misun- 
derstand when  I say  this,  but  of  course  anybody 
can  get  up  and  give  a speech  about  how  compli- 
cated the  whole  thing  is  under  any  National 
Health  Insurance.  You  know  it’s  an  extremely 
complex  field  and  no  national  health  insurance 
proposal  is  going  to  make  it  all  simple.  I trust  we 
recognize  that.  What  happens  when  the  firemen 
go  on  strike,  and  all  the  rest  of  it,  nobody’s  got 
some  simple  answer  for  that.  I think  that  a key 
difference — a central  principle — is  to  try  to  use 
what  we  call  pro-competitive  regulation  to  create  a 
set  of  competing  alternatives,  a framework  within 
which  consumers  can  choose  alternative  plans  and 
seek  what’s  best  for  themselves. 

Now  if  you  say,  “well,  it  begins  to  look  a little  bit 
like  Health  Security,’’  I’m  not  horrified  at  that.  As 
I tried  to  say  in  my  report,  I think  Health  Security 
has  certain  positive  features  in  its  concern  for 
restructuring  the  delivery  system.  It’s  just,  I think, 
that  to  get  there — to  get  to  a world  of  competing 
organized  systems  that  provide  comprehensive 
care — that  the  government  can’t  decree  it,  and  I 
think  that  we’re  more  clearly  likely  to  get  there  by 
using  market  forces. 

STUART  ALTMAN:  Alain,  we’ve  been  at  this 
for  ten  hours,  and  I have  a feeling  this  is  as  good  a 
group  as  we’re  ever  going  to  get  to  discuss  this 
subject.  I’m  not  talking  about  small  things,  I’m 
talking  about  the  possibility  that  we’ll  end  up  with 
the  same  very  tough  regulatory  structure  that  we 
are  against.  Would  you  have  perspective  reim- 
bursement continue?  Can  you  talk  about  limiting 
the  amount  of  technology? 

I mean,  Kaiser  doesn’t  have  very  much  control 
over  the  amount  of  NHI  budget.  It  lives  within  a 
medical  delivery  system.  Believe  me.  I’m  not  trying 
to  raise  red  herrings. 

DON  MADISON:  I wanted  to  ask  a question  of 
Walter  McClure. 

Assuming  that  qualifying  to  become  an  HMO 
could  be  simplified,  and  that  the  800-page  appli- 
cations could  be  shortened  by  teaching  the  people 
who  read  them  how  to  work  within  say  75,  how 
small  do  you  think  a direct  delivery  system  could 
be  and  still  qualify  under  this  plan? 

Could  a fairly  isolated  rural  area  with  a medical 
community  consisting  of  seven  or  eight  physicians 
qualify,  for  example? 

WALTER  MCCLURE:  I’m  not  sure  whether 
they  could  do  it  there  or  not,  and  I don’t  think 


that’s  crucial  to  the  success  of  a consumer  choice 
system.  In  other  words,  I think  there  are  a lot  of 
small  areas  which  would  be  handled  best  by  insur- 
ance plans,  who  do  not  define  which  providers  are 
serving  the  consumers. 

This  is  a plan  which  allows  for  both  delivery 
plans  and  insurance  plans.  I think  that  the  places 
where  competition  is  most  absolutely  indispensable 
are  the  high-cost,  overserved  areas  that  are  trying 
to  get  cost  containment  and  trying  to  get  pressure 
on  those  excess  physicians,  specialists  and  facilities 
there,  and  on  the  ever-escalating  style  in  those 
areas.  I think  CCHP  will  solve  a lot  of  problems  in 
the  system  and  create  some  pressures,  perhaps  not 
enough,  from  just  financial  pressures  alone,  to 
redistribute  physicians  out  to  rural  areas  and  to' 
inner  city  areas.  I think  the  example  of  the 
teachers  is  a telling  one.  It  may  not  be  enough  just 
to  have  competition  in  the  overserved  areas.  We’re 
going  to  have  to  find  ways  to  make  the  under- 
served areas  more  attractive  if  we  want  to  get  some 
acceptable  level  of  services  in  some  places. 

But  it’s  not  necessary  to  have  a delivery  plan  in 
every  town  and  hamlet  in  the  United  States  in 
order  for  the  incentive  advantages  of  this  plan  to 
operate  to  contain  costs  and  have  a strong  impact 
on  redistribution. 

I would  just  remind  you  that  even  totally  public 
systems,  like  the  Russian  system  and  the  British 
system,  have  terrible  problems  getting  adequate 
providers  out  of  these  isolated  areas.  That’s  a real 
problem,  and  I don’t  expect  the  consumer  choice 
plan  to  be  perfect  in  that  regard.  We  certainly 
don’t  know  of  any  public  program  that  is  perfect 
in  that  regard.  We  won’t  have  a perfect  solution  to 
all  these  problems. 

All  I’m  saying — if  we  can’t  have  a delivery  plan  I 
out  in  East  Overshoe,  Montana,  that  probably  I 
doesn’t  affect  the  kind  of  consumer  forces  we’re  ;a 

trying  to  establish  in  the  system.  j 

() 

WILLIAM  ROY:  If  there  was  one  McCook  with  ) 
a couple  of  competing  plans,  or  a plan,  wouldn’t  j 
that  give  us  some  idea  about  what  the  anticipated  j 
cost  should  be  in  other  McCooks?  j 

This  was  the  regulatory  question  I was  really 
curious  about,  Stan — how  do  you  set  prices  where  ; 
there’s  no  competition?  Does  the  government  set  : 
prices  where  there’s  no  competition?  i 

WALTER  MCCLURE:  Well,  I’m  not  totally  sure 
how  to  best  resolve  that  problem,  either,  but  I am 
sure  it  is  as  soluble  as  setting  fee  schedules.  Let  me 
just  say  what  we  do  have  some  experience  with 
what  might  help  small  delivery  plans. 

.We  do  have  knowledge  of  three  small  HMO  ^ 
plans,  the  smallest  was  running  at  around  4,000 
people,  and  had  been  doing  so  for  ten  or  fifteen  j 
years,  apparently  with  satisfaction  to  the  people  it 
was  serving.  Maybe  if  they  had  been  in  a met- 


ropolitan  area  they  would  have  preferred  some- 
thing a little  more  sophisticated  than  what  they  are 
I getting,  but  that  was  available  there  and  4,000 
people  were  happy  with  it. 

So  we  do  know  that  plans  can  run  successfully  at 
that  level. 

Now  I think  one  thing  that  would  help  small 
plans  is  ease  of  reinsurance  as  long  as  the  cost  of 
the  reinsurance  was  reflected  in  the  premium  of 
the  plan.  I think  the  principal  difficulty  with  the 
small  plan  is  the  statistical  uncertainty — that  one 
cancer  case  that  drags  up  to  two  hundred 
thousand  dollars  is  really  going  to  throw  that  small 
plan  on  its  ear,  and  it’s  got  to  have  some  kind  of 
reinsurance  mechanism  to  protect  it. 

Also,  I would  make  a plea  that  the  standards  of 
qualification  for  plans  not  be  based  on  size  alone, 
because  I think  it’s  the  threat  of  entry  by  new  plans 
which  keeps  competition  honest  in  areas  where 
only  a couple  of  plans  can  operate.  If  plans  are  not 
working  right,  and  new  plans  can  come  in  and 
offer  a good  service  at  a lower  cost,  then  every- 
body has  to  stay  honest. 

What  the  government’s  role  in  setting  prices 
above  the  grant  amount  it  gives  should  be,  I think 
is  a very  difficult  issue,  and  I defer  to  Alain,  or 
anyone  else. 

LEWIS  BUTLER:  I thought  Stan’s  presentation 
was  extraordinarly  balanced  and  good,  and  it 
raised  a couple  of  questions  in  my  own  mind  that  I 
cannot  resolve. 

The  first  is  that  one  of  the  great  advantages  to 
me  of  the  voucher  plan  is  that  you  can  do  it  at  a 
relatively  low  level  of  public  national  expenditure, 
let  us  say  50  percent  of  the  actuarial  value.  So  that 
gets  us  over  a hurdle  that  we’ve  had  so  much  trou- 
ble with.  That  is,  how  do  you  start  without  spend- 
ing a huge  amount  of  money? 

On  the  other  hand,  it’s  very  possible,  because  of 
the  very  value  question  that  Stan  points  out,  that 
the  country  would  want  to  spend  more  money  for 
medical  care,  meaning  less  for  something  else.  In 
that  case,  as  Stan  suggests,  if  you  go  up  higher  and 
higher — and  let’s  say  you  get  to  80  percent  of  the 
actuarial  value — is  there  any  point  in  having  a vou- 
cher plan? 

By  the  same  token,  I guess  I started  with  the 
impression  that  this  was  an  administrative  mech- 
anism that  I was  hoping,  at  least  politically,  could 
be  spliced  on  to  the  Health  Security  Act  in  some 
way  or  another,  to  take  care  of  Bert  Seidman’s 
proper  comments  this  morning  about  providing 
assurances  to  people  as  to  what  they’re  going  to 
have.  On  the  other  hand,  it  sounds  very  much  like 
there  may  be  some  difficulties  doing  that  splicing, 
but  maybe  even  more  significant — once  you  start 
reducing  the  amount  of  money  that  goes  into 
Health  Security  down  from  80  percent  to  70,  or 
60,  or  50 — do  you  have  a Health  Security  Act? 


So,  do  we  sort  of  have  a basic  choice?  If  you 
want  to  spend  about  half  as  much,  go  for  a vou- 
cher plan,  and  if  you  want  to  spend  it  all,  should 
you  go  for  Health  Security,  in  which  case  we’ve  got 
a total  regulatory  mechanism  to  run. 

ALAIN  ENTHOVEN:  With  respect  to  the  size 
of  the  voucher,  I think  for  the  non-poor  that  about 
60  percent  of  today’s  actuarial  cost  is  a good 
level.  . . 

BERT  SEIDMAN:  Cost  of  what? 

ALAIN  ENTHOVEN:  Well,  an  example  that  I 
worked  out  used  a benefit  package  like  the  one  in 
Kennedy-Mills  and  it  came  to  about  $1,350  for  a 
family  of  four  per  year. 

I don’t  want  to  get  into  a long  argument  about 
each  of  a whole  lot  of  benefits — twenty-one  days  of 
mental  health,  or  twenty-one  visits,  and  so  forth.  I 
think  that  this  kind  of  a framework  can  be  adapted 
to  a variety  of  benefit  packages. 

But  anyway,  cost-effective  organized  systems  can 
reduce  the  costs  from  the  national  average  now  by 
as  much  as  40  percent.  If  you  set  the  voucher  at 
the  80  percent  of  actuarial  cost  level,  you’re  leav- 
ing too  much  money  in  there  and  taking  away  an 
incentive  to  further  reduce  the  costs.  For  the 
non-poor.  I’d  say  60  percent  is  a good  level. 

STANLEY  JONES:  My  sense  of  the  incentives  of 
those  two  systems  is  that  if  you’re  going  to  put  that 
much  money  into  it — as  much  as  80  percent  of  a 
good  policy,  whether  you’re  raising  the  money  by 
taxes  or  by  mandating  it,  it  makes  more  sense  to  go 
the  Health  Security  approach,  because  the  advan- 
tages of  the  other  approach  start  to  wane. 

On  the  other  hand,  if  you’re  back  at  60  percent 
or  50,  you’re  still  in  the  ball  game  where  you  can 
compete,  or  you  can  talk  about  the  advantages  of 
this  approach. 

WALTER  MCCLURE:  I don’t  think  the 
dichotomy  between  Health  Security  and  this  plan 
is  solely  on  how  much  you  want  to  spend.  There’s 
a real  problem  here.  We  know  market  failure  can 
occur,  but  we  also  know  government  failure  can 
occur.  And  in  trying  to  solve  the  problem  of  gov- 
ernment failure  and  market  failure,  if  we  can 
somehow  balance  those  two,  that’s  where  the  best 
choice  would  come  out,  but  I don’t  know  whether 
we  can  do  that.  Stan’s  presented  us  with  a real 
dilemma. 

ED  MARTIN:  Maybe  one  way  to  test  it  out  is 
through  a good  research  project.  Since  Walter 
keeps  saying  it’s  the  high-cost  overserved  areas 
where  the  voucher  thing  works,  we  should  issue 
vouchers  in  those  areas;  use  the  voucher  system 
and  let  people  get  insecure  there  with  this  over- 
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whelming  Federal  regimentation  and  regulation; 
go  the  Health  Security  route  in  all  of  rural 
America  and  the  inner  city;  and  then  test  it.  I 
think  the  security  and  the  insecurity,  and  who  it’s 
addressed  to,  was  one  of  the  very  vital  questions 
raised. 

WALTER  MCCLURE:  I think  that’s  taking  my 
comment  a little  too  literally,  Ed.  There  are  a lot  of 
poor  people  in  those  high  cost  overserved  areas, 
too. 

STANLEY  JONES:  I think  this  is  important.  I’d 
like  to  add  one  more  phrase. 

I interpret  what  Lew'  said,  and  the  natu^re  of 
these  two  plans,  as  coming  to  this.  The  more 
money  you  put  into  it,  approach  the  Health 
Security  level,  the  more  apt  government  is  to  be 
able  to  pull  it  off  because  you  don’t  do  means 
testing  and  a w'hole  lot  of  in  and  out  enrollment  of 
people  on  different  plans  which  the  government 
has  proved  itself  notoriously  bad  at.  If  you  want 
government  to  fail,  give  it  that  kind  of  huge  com- 
plex administrative  job.  But  as  you  reach  the  high 
level  you  were  describing,  it  does  make  more  sense 
to  bank  on  government.  At  lower  levels,  where  you 
can  count  on  more  market  forces,  and  where  gov- 
ernment operating  a plan  that  is  funded  at  50 
percent  of  a decent  coverage  has  a big  problem,  it 
may  make  more  sense  to  go  this  other  route  and 
rely  on  the  market. 

JEFEREY  CONELAN:  Stu  Altman  and  others 
have  raised  some  mind-blowing  questions  about 
the  politics  of  this  whole  thing,  something  that  I’m 
not  unfamiliar  with.  But  I want  to  be  very  practi- 
cal. I remember  93-222,  a very  famous  piece  of 
legislation,  which  was  the  Health  Maintenance  Or- 
ganization Act  of  1973. 

My  question  is,  to  Alain,  how  high  is  the  low 
option?  Because  remembering  what  went  into  the 
Health  Maintenance  Organization  Act  of  93-222, 
we  don’t  want  to  be  vitamin  B-l’ed  to  death.  On 
the  other  hand,  we  don’t  want  to  have  it  so  low  that 
there  won’t  be  an  incentive  for  an  HMO. 

In  this  question  are  a lot  of  the  problems  that 
Stu  has  raised.  They’re  political  questions.  For 
example,  what  are  you  going  to  do  for  dental  care? 
Is  it  going  to  be  the  social  goals  approach?  You  no 
doubt  have  read  the  Congressional  Budget  Com- 
mittee’s report  on  this  whole  thing  which  I thought 
was  a quite  accurate  analysis  of  the  real  world.  I 
think  that  as  we  look  at  your  proposal,  with  all  its 
provisions,  that  we  do  sooner  or  later  have  to  talk 
about  them  in  real  terms — how  high  is  low,  for 
example? 

BERT  SEIDMAN:  I’m  going  to  resist  the  temp- 
tation to  talk  about  the  differences  and  similarities 
between  the  CCHP  and  Health  Security  to  not  ask 


a question  but  direct  a comment  at  Walt  McClure, 
because  I heard  him  say  the  same  thing  this  after- 
noon as  he  said  this  morning.  And  I want  to  talk 
about  the  experience  that  we  had  in  developing 
the  Health  Security  Act. 

Even  with  the  Health  Security  Act,  which  then 
covered  two  thirds,  and  now  covers  more  than  70 
percent  of  personal  health  care  services,  we  knew 
that  while  this  would  be  a hell  of  a lot  better  for 
more  Americans,  it  was  not  going  to  meet  the 
needs  of  the  poor.  And  that  even  though 
philosophically  we  were  against  anything  which 
smacked  of  a two-class  system,  we  recognized  that 
the  program  itself  had  to  have  built-in  ways  of 
meeting  the  needs  of  the  poor  which  involved 
their  having,  in  effect,  a bigger  package  in  some 
way  than  the  non-poor. 

We’ve  got  to  know  this  now.  We  don’t  learn  as 
we  go  along.  1 he  program  in  and  of  itself  has  to 
meet  those  needs.  And  I’m  not  now  talking  about 
Health  S ecurity  or  mandated  employer,  or 
CCHP — whatever  program  it  is,  it  has  to  meet 
those  needs  right  from  the  start.  Part  of  that  is 
surely  maintaining,  and  if  at  all  possible,  expand- 
ing and  strengthening  the  institutions  which  are 
now  delivering  medical  care  to  those  people,  and 
not  just  providing  them  with  a series  of  benefits. 
I’m  talking  about  migrant  health  centers, 
neighborhood  health  centers,  inner  city  hospitals, 
and  so  on.  We’ve  got  to  do  that  rather  than  focus 
on  a program  for  middle  America  and  learn  as 
we’re  going  whether  it’s  going  to  meet  the  needs  of 
the  most  disadvantaged  people.  Maybe  you  don’t 
mean  that,  but  I’ve  heard  you  say  something  like 
that  twice. 

WALTER  MCCLURE:  Okay,  let  me  clear  the 
record.  I was  not  making  any  plea  that  we  should 
drop  programs  for  the  poor.  Those  we  need  to 
sustain,  those  we  need  to  strengthen,  that’s  fine.  I 
am  not  talking  to  that  group  of  people.  I am 
talking  to  the  group  of  people  who  are  trying  to 
get  competitive  incentives  into  this  system,  and  I’m 
saying,  if  you’re  trying  to  do  that,  particularly  now, 
prior  to  NHI,  then  focus  your  efforts  on  setting  up 
systems  that  will  work  for  the  middle  class.  You’ve 
got  to  do  both,  Bert. 

If  you  totally  finance  the  very  poor,  which  I 
think  we  should,  you  will  never  get  much  competi- 
tive incentives  going  there.  It’s  establishing  com- 
petitive incentives  for  the  middle  class  that  will 
constrain  the  whole  system  and  allow  us  to  buy  in 
for  the  poor.  If  you  only  focus  your  efforts  on  the 
poor,  and  you  try  and  focus  system  reform  on  the 
poor,  it  won’t  happen  in  this  country. 

Now,  we  don’t  differ  on  objectives.  But  given 
observations  of  neighborhood  health  centers  and 
community  health  programs,  and  so  forth,  in  this 
era  prior  to  NHI,  I think  it  may  be  almost  crimi- 
nal to  waste  people’s  money  on  programs  whose 


funding  is  so  problematic  and  what  they  offer  is  so 
questionable  compared  with  the  need  out  there. 
The  savage  thing  holding  back  programs  for  the 
poor  is  the  terrible  escalating  cost  of  the  whole 
health  care  budget,  and  if  we  want  a system  that 
will  have  any  funds  for  the  poor,  we  better  contain 
the  cost  of  this  system  so  that  we  have  some  confi- 
dence that  when  we  buy  the  poor  into  mainstream 
care,  we  can  afford  it. 

I think  that  everything  we  want  to  do,  both  for 
the  middle  class  and  the  poor,  is  now  being  pushed 
to  the  back  burner  because  we  can’t  get  any  confi- 
dence that  we  can  contain  costs. 

So  I’m  suggesting  that  we  better  make  a major 
effort  to  contain  costs,  or  all  of  this  stuff  will  go  by 
the  board.  To  me  the  major  effort  to  contain  costs 
is  to  reshape  the  delivery  system,  and  you’ve  got  to 
do  that  with  the  middle  class  too,  or  else  it  becomes 
identified  as  a peripheral  marginal  effort  in  which 
the  middle  class  and  doctors  and  hospitals  will  not 
engage. 

You’ve  got  to  do  both.  But  what  I see  is  that 
there  has  been  a major  focus  by  DHEW  for  the 
poor,  but  the  effort  to  get  the  middle  class  system 
restructured  has  not  been  comparable  at  all. 

VICTOR  SIDEL:  I want  to  make  two  points. 
The  first  is  very  closely  related  to  the  one  that 
Seidman  just  made.  On  the  one  hand  we  are  told 
by  proponents  of  this  program  that  there  would  be 
open  enrollment,  which  would  seem  to  mean  that 
any  person,  no  matter  how  poor,  no  matter  how 
demanding,  no  matter  how  neurotic,  can  get  into  a 
one-class  medical  care  system  through  a right  to 
enter  and  to  receive  appropriate  care — no  matter 
how  much  care  is  needed — in  any  one  of  these 
HMO’s.  On  the  other  hand  we’re  told  by  Enthoven 
that  public  hospitals  may  have  to  remain  the  sys- 
tem of  last  resort  for  the  poor  and  we’re  told  by 


McClure  that  the  poor  will  need  special  systems  of 
care  but  these  don’t  have  any  higher  priority — and 
probably  less  priority — than  the  system  for  the 
middle-class  or  the  rich.  This  sounds  to  me  ex- 
tremely close  to  permitting  private  mail  delivery 
systems  to  skim  off  the  cream  of  deliveries  to  the 
centers  of  the  big  cities  and  using  the  public  Post 
Office  for  delivery  to  small  towns  or  slums  where 
the  private  delivery  won’t  go.  If  we  permit  the 
middle  class  health  care  delivery  systems  to  skim 
off  the  cream,  there  will  surely  not  be  sufficient 
resources  left  for  those  who  are  poor  and  those 
who  are  chronically  ill  and  no  way  to  apply  the  so- 
cial pressure  to  make  sure  those  resources  are 
made  available.  What  we  need  instead  is  a one- 
class  medical  care  system  based  on  taxation  for 
equitable  distribution  of  costs  and  based  on 
societal  rather  than  private  management  to  ensure 
equitable  distribution  of  services. 

The  second  point  I want  to  make  is  that  when  I 
refer  to  the  plan  that’s  being  discussed  today,  I do 
not  call  it  a “consumer  choice  health  plan.”  I will 
not  give  that  honorable  name  away  to  the  propon- 
ents of  this  travesty.  This  is  not  a consumer  choice 
health  plan;  this  is  a provider  choice  health  plan.  It 
is  a program  in  which  each  provider  groups  sets 
up  its  own  benefits,  its  own  structure,  and  its  own 
internal  regulation,  and  consumers  have  to  shop 
around  to  try  to  find  a group  which  meets  their 
needs;  if  they  are  too  sick  or  too  poor  or  too  clear 
in  demanding  their  rights,  such  a group  will  be 
hard  to  find.  Some  choice!  A true  consumer  choice 
health  plan,  on  the  other  hand,  is  one  which  is 
owned  or  regulated  publicly  so  that  consumers  can 
indeed  have  a continuing,  effective  choice  and 
voice  in  the  organization  of  their  health  services. 
Consumers  have  effective  choice  when  they  are 
organized,  not  when  they  are  fragmented.  The 
Enthoven  proposal  is  a way  of  ensuring  that  con- 
sumers will  have  no  effective  choice. 
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A Blue  Cross  perspective 

Thomas  H.  Sherlock 


In  my  remarks  this  morning,  1 would  like  to 
offer  a Blue  Cross  perspective  on  the  voucher  ap- 
proach to  National  Health  Insurance,  including 
some  suggestions  of  elements  which  may 
strengthen  and  improve  such  a system,  and  some 
issues  to  include  in  any  research  agenda  dealing 
with  the  topic. 

The  most  intriguing  aspect  of  the  Consumer 
Choice  Health  Plan,  of  course,  is  its  attempt  to 
amplify  the  competitive  forces  of  the  marketplace 
by  providing  consumers  with  a specified  amount 
of  funds  with  which  to  make  family  decisions  re- 
garding the  type  of  health  care  protection  they  will 
purchase.  The  concept  embodies  a number  of 
other  interesting  features,  as  well;  financial  incen- 
tives for  cost  effectiveness,  definition  of  a com- 
plementary relationship  between  the  public  and 
private  sectors,  an  opportunity  for  decentralized 
management,  periodic  open  enrollment,  and  the 
specification  of  a minimum  basic  standard  of 
health  care  protection  for  all  family  units 
throughout  the  country. 

Will  the  concept  work?  It  just  might.  And  while 
the  idea  hasn’t  yet  been  subjected  to  field  testing, 
there  are  a couple  of  rough  operational  equiva- 
lents that  may  offer  some  instructional  value. 

Perhaps  the  best  analogy  is  found  in  the  Federal 
Employee  Health  Benefits  program,  to  which  a 
number  of  references  already  have  been  made. 
This  program,  involving  a large  number  of  com- 
peting underwriters,  provides  a specific  class  of 
consumer  a wide  choice  among  qualified  health 
benefit  plans.  It  offers  periodic  open  enrollment 
opportunities,  with  the  federal  government,  as  the 
employer,  contributing  up  to  75%  of  the  average 
purchase  price. 

The  Federal  Employee  Program  does  differ 
from  the  Consumer  Choice  Health  Plan  approach 
in  several  ways,  however.  First  of  all,  it  serves  a 
single  employer  and  employee  group,  and  because 
of  this,  its  administrative  requirements  are  greatly 
simplified.  Also,  the  government  financing  level 
probably  is  considerably  higher  than  might  be 
provided  under  the  Consumer  Choice  Health 
Plan.  And  third,  because  only  a small  percentage 


of  the  U.S.  population  is  involved,  the  Federal® 
Employee  Program  hasn’t  provided  any  real  lever-  9 
age  in  restructuring  of  the  health  care  delivery  B 
system.  ■ 

The  FEP  program,  while  I think  remarkably  9 
successful,  has  not  been  without  its  problems,  a 9 
couple  of  which  may  suggest  some  similar  difficul-  9 
ties  which  could  be  encountered  under  the  Con-  9 
sumer  Choice  Health  Plan.  For  one  thing,  while  ■ 
the  open  enrollment  provisions  are  important  in  ■ 
encouraging  competition  among  carriers,  the  cost  9 
of  conducting  such  membership-change  oppor-  ■ 
tunities  is  considerable,  and  only  about  2%  of  the  I 
enrollees  actually  switch  carriers  annually.  Also,  9 
we  find  that  about  6%  of  the  eligible  enrollees  I 
don’t  even  participate  in  the  program,  despite  the  I 
high  level  of  government  support  of  its  premium  I 
costs.  a 

A second  rough  analogy  to  the  Consumer  I 
Choice  Health  Plan  can  be  found  in  the  Australian  8 
Health  Care  system.  Under  this  program,  each  8 
family  unit  is  free  to  choose  an  approved  benefit  8 
package  from  a number  of  approved  health  plans.  8 
For  whatever  it’s  worth,  only  nonprofit  inter-  I 
mediaries  are  allowed  to  participate  in  the  | 
government-sponsored  program. 

Again,  the  analogy  is  far  from  perfect.  For 
example,  fewer  Australian  employers  contribute 
directly  to  the  cost  of  their  employees’  health  in- 
surance programs  than  in  the  United  States.  Sec- 
ond, the  range  of  approved  health  plans  is  so  ex-  | 
tensive  that  there  is  not  a clear  minimum  level  of  * 
health  coverage  for  all  participating  citizens.  | 

One  lesson  to  be  learned  from  the  Australian  i 
experience  is  that  the  multiplicity  of  benefits  and  | 
cost  levels  within  that  system  has  made  the  scheme  I 
incomprehensible  to  many.  Moreover,  the  benefits  s 
received  by  the  participants  frequently  fall  short  of  | 
the  actual  cost  of  hospital  and  medical  treatment  \ 
received.  This,  in  particular,  should  suggest  to  us  * 
the  need,  under  the  Consumer  Choice  Health  '■ 
Plan,  for  a clear  decision  as  to  whether  an  ap-  | 
proved  health  plan  should  be  required  to  provide  j 
a service  benefit  program.  My  own  feeling  is  that  1 
there  must  be  such  a requirement  under  the  Con-  > 


sumer  Choice  Health  Plan  in  order  to  avoid  the 
risk  of  vv'idespread  under-financing  and  in- 
adequate protection  for  the  public. 

I From  my  viewpoint,  the  Consumer  Choice  idea 
j does  seem  to  have  the  potential  for  helping  bring 
l|  about,  in  time,  some  improvements  in  the  health 
care  system.  But  are  there  things  which  can  be 
jl  done  to  make  the  concept  more  likely  to  achieve  its 
I goals?  I think  so.  For  one  thing,  in  order  for  the 
I market  forces  to  be  able  to  favorably  influence 
' costs,  this  approach  will  have  to  encourage  provid- 
ers to  aggregate  themselves  in  sufficiently  large 
I groups  to  produce  realistic  price  competition.  For 
that  matter,  in  choosing  a qualified  health  plan, 
the  consumer  must  make  a commitment  to  some 
I aggregation  of  providers,  whether  they  be  health 
I care  alliances,  HMOs,  or  whatever. 

We  need  to  keep  in  mind  that  while  the  Con- 
sumer Choice  Health  Plan  presumably  will  pro- 
! duce  a free  market  test  of  competing  alternatives, 
it  doesn’t  necessarily  follow  that  this  competition, 

I in  itself,  will  produce  any  desirable  restructuring 
I of  the  health  care  delivery  system.  This  is  to  say 
! that  it  very  likely  will  take  other,  and  continuing, 
initiatives,  including  those  at  the  federal  level,  to 
promote  the  development  and  growth  of  alterna- 
tives. 

Even  in  its  simplest  form,  the  Consumer  Choice 
Health  Plan  seems  certain  to  pose  some  tough  ad- 
ministrative challenges,  which  are  going  to  have  to 
be  addressed  with  some  aggressiveness,  at  the  local 
levels,  in  particular.  For  the  idea  to  work  well,  I 
think  it’s  going  to  need  the  help  of  a community- 
based  agency — particularly  in  mobilizing  and  or- 
ganizing the  resources  and  coordinating  the  ac- 
tivities associated  in  the  program.  Such  an  agency 
will  need  the  capacity  to  assume  a broad  range  of 
functions,  including  assisting  medical  groups,  hos- 
pitals, and  other  health  care  providers  in  de- 
veloping marketable  approved  programs;  coor- 
dinating the  competitive  marketing  efforts  of 
some,  or  all,  of  the  voucher  plans  in  the  area,  in- 
cluding the  collection  of  premiums,  claims  proc- 
essing, and  reimbursement;  and  providing  porta- 
bility of  benefit  programs  and  out-of-area  benefit 
arrangements.  This  agency  would  also  be  needed 
for  identifying  and  assisting  those  who  do  not  elect 
to  sign  up  with  the  program,  and  to  provide  link- 
age between  this  program  and  Medicare  and  other 
public  programs. 

You  will  not,  I am  sure,  be  astonished  by  my  dis- 
closure that  organizations  with  the  capacity  to  pro- 
vide all  these  services  already  exist  in  communities 
I across  the  country  in  the  form  of  Blue  Cross  and 

• Blue  Shield  Plans.  State-chartered,  community- 

• based,  non-profit — they  are,  I think,  close  to 
i made-to-order  for  providing  the  array  of  services 
1 which  will  be  necessary  at  the  local  level  in  order 

for  the  Consumer  Choice  concept  to  be  success- 
fully implemented.  Particularly  significant  are  the 


ongoing  working  relationships  the  Plans  have  with 
subscribers,  providers,  and  health  agencies 
throughout  the  community.  It  is,  in  my  view,  pre- 
cisely this  kind  of  coordinative  capacity  which  will 
be  essential  for  such  a plan  to  work. 

A few  other  thoughts:  First,  the  minimum  bene- 
fit package  under  a Consumer  Choice  Health  Plan 
will  be  of  critical  importance.  It  should  be  de- 
signed to  encourage  the  consumer  to  sharpen  his 
marketplace  focus  in  deciding  whether  to  purchase 
or  forego  optional  services.  However,  he  will  be 
able  to  make  an  intelligent,  informed  decision  only 
if  the  benefit  packages  are  clearly  defined  and  un- 
derstood. 

Second,  it  would  seem  that  even  the  minimum  -|03 
benefit  package  will  require  some  premium  pay- 
ment from  the  employer  and/or  employee,  in  ad- 
dition to  the  value  of  the  voucher.  Moreover, 
higher  option  packages  probably  would  be  in  de- 
mand by  many,  and  these  option  packages  might 
incorporate  co-pay  and  deductible  provisions. 

Third,  it  might  be  well  to  consider  the  use  of  the 
health  credit  card  for  those  higher  option  pack- 
ages, both  to  eliminate  barriers  to  care  resulting 
from  a lack  of  ready  cash  on  the  part  of  the  be- 
neficiaries, as  well  as  to  enhance  provider  cash 
flow,  assuming  those  higher  options  carry  co-pay 
and  deductible  provisions. 

The  most  immediate  requirement  in  the  consid- 
eration of  a Consumer  Choice  Health  Plan,  it 
seems  to  me,  is  a carefully  thought-out  research 
agenda  for  helping  to  assure  its  feasibility,  and  I 
would  like  to  propose  a number  of  items  for  this 
agenda. 

The  first  question  we  need  to  answer,  I think,  is 
just  what  the  minimum  benefit  package  should  be. 

Almost  everything  else  is  going  to  key  off  of  this. 

Also,  we  need  to  know  what  should  constitute  an 
appropriate  scope  of  consumer  choice  among 
competing  programs.  Relatively  unlimited  options 
could  well  lead  simply  to  confusion,  rather  than  to 
rational  choice.  Almost  inevitably,  the  range  of 
choice  will  vary  widely  from  one  area  to  another. 

We  need  to  come  to  grips  with  what  might  repre- 
sent a balanced  and  understandable  spread  of  op- 
tions, and  to  identify  areas  or  populations  where 
the  ranges  of  choice  would  be  substantially 
greater,  or  less,  than  this. 

Further,  studies  should  be  undertaken  to  iden- 
tify what  roles  are  appropriate  for  employers, 
unions,  bargaining  units,  and  other  groups  in 
helping  to  assure  optimum  choice  and  effective 
use  of  the  power  to  choose. 

Under  any  National  Health  Insurance  approach, 
clearly,  we  are  going  to  have  to  give  more  attention 
to  the  needs  of  the  poor  and  others  who  are  pres- 
ently underserved  by  our  health  care  system — in 
rural  and  urban  areas.  Presumably,  the  poor 
would  receive  a benefit  package  in  excess  of  the 
basic  minimum.  But  how  much  in  excess  of  that 
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minimum?  Will  these  individuals  be  restricted  in 
any  way  in  their  exercise  of  free  choice?  To  what 
extent,  if  any,  will  providers  be  required  to  share 
in  the  enrollment  of  the  poor?  What  can  be  done, 
through  this  program,  to  provide  the  leverage 
needed  to  bring  better  service  to  the  presently  un- 
derserved? 

Another  consideration:  What  should  be  the  pre- 
ferred frequency  and  duration  of  open  enrollment 
opportunities,  and  what  choices  should  be  per- 
mitted during  these  periods? 

Experience  tells  us  that  some  people  will  not 
participate  in  the  Consumer  Choice  Health  Plan. 
We  will  need  to  identify  the  characteristics  of  those 
people  and  develop  programs  to  overcome  that  re- 
sistance. A variety  of  possible  approaches  to  the 
handling  of  bad  debts  also  needs  to  be  examined. 

Finally,  considerable  research  should  be  given  to 
the  broad  question  of  wbat  the  administrative  re- 
quirements of  the  program  will  be,  and  how  they 
can  best  be  dealt  with.  Actuarial  rate-setting  tech- 
niques, mechanisms  for  aggregating  providers  to 
bring  market  forces  into  play  in  the  delivery  sys- 
tem, effective  marketing  techniques  to  assure  the 
broadest  possible  participation,  systems  for  han- 
dling non-participants — these  are  just  a few  of  the 
administrative  concerns  that  will  have  to  be 
addressed. 

In  its  basics,  the  Consumer  Choice  Health  Plan 
is  essentially  a concept  that  could  be  applied  to  a 
number  of  different  National  Health  Insurance 
programs.  But  any  NHI  program,  we  think, 
should  be  built  around  a number  of  essential 
elements. 

For  example,  we  think  NHI  should  assure  all 
citizens  universal  access  to  the  financing  of  health 
care  services,  and  one  standard  of  care,  regardless 
of  ability  to  pay.  The  program  should  have  two 
building  blocks — good  basic  coverage  and  catas- 
trophic. 

Second,  employers  should  be  required  to  offer 
their  employees  a minimum  level  of  benefits,  in- 
cluding catastrophic  protection,  and  should  pay  a 
portion  of  the  premium.  The  minimum  level  of 
coverage  should  not  be  a barrier  to  voluntary 
higher  levels  of  benefits  stemming  from  labor- 
management  negotiations. 

Additionally,  under  any  National  Health  Insur- 
ance program,  Medicare  should  be  improved,  in- 


cluding the  addition  of  coverage  for  catastrophic 
illness.  We  believe  also  that  under  NHI,  Medicaid 
should  be  federalized  to  assure  uniform  national 
benefits  and  financing  and  to  place  treatment  of 
the  poor  on  a par  with  care  received  by  other 
Americans. 

Fourth,  we  believe  NHI  should  be  based  on  a 
partnership  of  the  private  system  and  government, 
utilizing  the  strengths  of  each.  Government  should 
set  standards  and  goals,  working  through  organi- 
zations which  have  the  expertise  to  manage  and 
underwrite  health  care  programs. 

We  also  believe  strongly  that  individual  consum- 
ers should  have  the  freedom  to  choose  their  own 
doctors,  hospitals,  and  other  providers.  We  believe 
they  should  also  have  the  freedom  to  choose  be- 
tween the  traditional  health  care  delivery  system 
and  alternatives,  such  as  health  maintenance  or- 
ganizations, prepaid  group  practice  plans,  and 
other  systems. 

Sixth,  we  believe  NHI  should  provide  for  effec- 
tive regulation  of  carriers  and  providers,  under 
federal  guidelines,  with  implementation  at  the 
state  level,  fhis  regulation  should  establish  stand- 
ards for  benefits  and  for  administrative  perform- 
ance. 

Seventh,  carriers  should  be  required  to  show 
that  they  are  effective  in  cost  control  efforts,  in- 
cluding utilization  review,  incentive  systems  for 
provider  reimbursement,  and  support  of  areawide 
planning.  Carriers  should  provide  for  coordina- 
tion of  benefits,  and  should  be  required  to  make 
mandated  coverages  available  to  all  eligible  par- 
ticipants, including  high  risks. 

Finally,  we  believe  provider  payment  methods 
should  encourage  innovation  and  experimenta- 
tion, including  direct  negotiations  with  providers, 
as  a means  of  achieving  additional  cost  savings,  if 
possible. 

The  Consumer  Choice  Health  Plan  concept,  1 
think,  could  very  readily  embody  all  of  these 
elements. 

And  its  most  fascinating  intended  charac- 
teristic— using  marketplace  forces,  instead  of  ad- 
ditional government  regulation,  to  bring  about 
greater  economy  and  effectiveness  in  the  health 
care  system — has  to  have  appeal  for  many  of  us. 

We’d  like  to  see  the  needed  additional  studies 
proceed.  And  we’d  be  happy  to  help  any  way  we 
can. 


The  perspective  of  the  American 
Medical  Association 

James  H.  Sammons,  M.D. 


When  Bill  called  me  and  asked  me  to  come  down 
and  participate  in  this  conference  at  the  early-on 
stage,  I guess  I really  felt  it  was  to  be  a general 
discussion  of  NHI,  and  then  later,  when  he  told 
me  that  he  was  sending  out  Alain’s  proposal  and 
we  had  a chance  to  look  at  it,  the  conference  took 
on  a different  challenge  and  a different  format 
and  one  which  I’m  delighted  to  participate  in. 

As  a matter  of  fact  there  was  a time  there  yes- 
terday when  I thought  I was  hallucinating,  because 
I kept  hearing  phrases  like  “open  enrollment,” 
“community  rating,”  and  I at  one  point  almost  got 
up  and  said,  “Welcome  to  the  1969-70-1-2-3-4-5-  & 
6 sessions  of  the  AM  A House  of  Delegates!!”  Be- 
cause I have  heard  those  same  phrases  and  those 
same  discussions  for  the  last  eight  years. 

Then,  as  the  afternoon  and  the  rest  of  the  day 
wore  on  and  I heard  some  of  the  other  comments 
that  were  being  made,  I realized  that  this  wasn’t 
the  AMA  House  of  Delegates  after  all. 

At  any  rate,  let  me  begin  by  pointing  out  that  in 
the  pre-meeting  material  that  I received,  the  vou- 
cher NHI  proposal  is  presented  very  inform- 
ally— in  very  informal,  even  hypothetical  terms — 
and  that  certainly  is  understandable,  since  the 
subject  itself  has  not  received  wide  attention. 
Hence  the  specifics  are,  by  the  very  nature  and 
necessity  of  the  project,  still  hazy. 

Therefore  my  own  comments  today  should  be 
considered  informal  and  hypothetical,  especially 
since  the  subject  has  not  been  put  through  the 
AMA’s  policy  review  process.  In  short,  the  estab- 
lishment of  an  official  policy  by  the  AMA,  and  one 
which  I could  quote,  must  await  a formal  consid- 
eration of  a specific  proposal  far  more  detailed 
than  the  one  thus  far  heard. 

Having  expressed  those  reservations,  however, 
let  me  add  that  certain  aspects  of  the  voucher 
theory  are  interesting,  even  familiar,  to  those  in 
organized  medicine.  So  I will  for  the  next  few 
minutes  examine  those  aspects  and  speculate  on 
what  we  may  or  may  not  be  able  to  agree  with. 

In  each  case  I will  obviously  use  AMA  policies  or 
positions  as  the  measure,  including  our  principles 
for  comprehensive  health  insurance,  as  you  just 


heard  Tom  use  some  of  the  guidelines  for  Blue 
Cross/Blue  Shield.  Along  the  way,  I hope  that  I 
can  underscore  the  areas  that  in  my  opinion  need 
further  study  and  inclusion  in  any  research  agenda 
that  comes  from  this  meeting. 

So  let’s  look  at  the  general  scenario  for  voucher 
NHI  included  in  the  materials  that  were  mailed 
out. 

For  starters,  and  speaking  in  general  terms,  the 
voucher  concept  itself  is  no  stranger  to  the  A.MA. 
In  fact,  our  old  Medicredit  NHI  program,  which 
was  introduced  in  Congress  in  1970,  was  based  on 
the  voucher  and  tax  credit  concept.  That’s  where  it 
got  its  name — Medicredit.  And  under  Medicredit 
in  those  days,  you  may  recall,  the  public  would 
have  received  tax  credits  or  vouchers  for  the  pur- 
chase of  health  insurance  or  for  enrollment  in 
health  service  plans  such  as  HMO’s  or  medical 
foundations.  On  that  basis  the  CCHP  concept 
added  to  the  straight  voucher  purchase  is  neither 
an  unexpected  nor  unfamiliar  concept. 

The  amount  of  the  credits,  as  we  had  envisioned 
them  anyway,  in  those  days,  would  have  been  on  a 
sliding  scale  based  on  actual  income  taxes  paid  as  a 
measure  of  income,  with  the  poor  receiving  insur- 
ance coverage  fully  subscribed  by  government.  As 
a matter  of  fact,  our  present  1977  version  of  com- 
prehensive health  insurance  preserves  that  con- 
cept to  a rather  extensive  degree.  Under  the  pres- 
ent plan  the  primary  source  of  funding  to  provide 
comprehensive  health  insurance  is  through  pre- 
mium sharing  between  employer  and  employee  on 
an  employer  mandated  basis.  And  so  some  of  the 
conversation  that  was  heard  here  yesterday  as  it 
applied  to  the  mandating  of  employers  is  neither 
unexpected  nor  is  it  without  careful  consideration 
by  us  already. 

We  still  believe  that  the  government  should  pay 
full  premium  cost  for  the  poor,  and  we  also  still 
believe  that  partial  subsidized  premium  cost  for 
low-income  Americans  on  a sliding  scale  related  to 
income  is  appropriate.  T his,  in  our  view,  would  be 
accomplished  through  tax  credit  and  certificate  of 
entitlement,  or  voucher,  one  and  the  same  thing, 
and  would  also  apply  to  the  self-employed,  with  a 


requirement  that  there  be  basic  benefits  that  are 
available. 

Continuity  of  coverage  also  would  be  assured  for 
those  people  who  are  temporarily  unemployed  and 
really  fit  neither  of  the  above  categories. 

In  short,  first  dollar  government  subsidies 
would  go  to  those  who  need  it  most,  rather  than  an 
across-the-board  equalized  subsidy,  and  I think 
that  I was  hearing  part  of  that  same  sort  of  conver- 
sation yesterday,  at  least  by  some. 

Indeed,  more  affluent  Americans,  in  our  view’, 
would  pay  at  least  part  of  the  cost  of  health  insur- 
ance and  services  for  themselves,  as  well  as  for 
others,  based  on  tax  liability.  And  this  principle 
appears  to  me  at  least  to  be  compatible  with  the 
voucher  NHI  theory,  as  I have  heard  it  explained. 

However,  we  are  opposed,  and  I am  sure,  would 
continue  to  be  opposed,  to  any  NHI  plan  that  was 
fully  financed  through  government  funds, 
whether  federal,  state,  or  local,  or  a combination 
of  federal,  state,  or  local,  if  it  was  in  fact  full 
funding.  And  w'e  are  opposed  to  funding  through 
payroll  taxes,  specifically  including  Social  Security 
taxes,  as  the  Kennedy-Corman  or  other  bills  be- 
fore the  Congress  would  do.  Our  opposition  to  the 
use  of  that  tax  base,  and  the  use  of  that  system, 
certainly  I think  is  quite  well  known  to  everybody 
in  this  room  and  I’m  very  confident  it  isn’t  going 
to  change.  In  the  present  shaky  condition  of  the 
Social  Security  System,  if  anything,  I think  we 
would  be  even  more  adamantly  opposed  to  the  use 
of  the  Social  Security  System  for  that  purpose. 

The  overall  NHI  cost  issue,  in  fact,  has  stirred 
up  rather  considerable  concern  among  a great 
many  members  of  Congress,  including  some  very 
influential  Democrats,  like  Russell  Long,  Abraham 
Ribicoff,  and  others,  though  their  approach  for 
catastrophic-only  coverage  is  one  with  which  we 
are  not  necessarily  in  agreement. 

However,  a phased-in  approach  would  appear  to 
lend  itself  to  the  voucher  NHI  scenario  without  a 
great  deal  of  manipulation. 

And,  to  speak  in  general  terms,  the  AMA  favors 
rational  and  deliberate  and  careful  and,  if  neces- 
sary, slow — as  opposed  to  cosmic — changes  in  the 
health  care  delivery  system. 

Therefore,  I recommend  that  any  research 
agenda  on  voucher  NHI  include  consideration  of  a 
continued  public-private  mix  in  health  care 
financing,  with  the  emphasis  on  private.  In  any 
case,  the  AMA’s  own  proposal  would  protect  every 
American  against  the  high  cost  of  catastrophic 
illness,  and  I quite  agree  with  Tom’s  comment  that 
you  cannot  leave  the  poor — nor  for  that  matter, 
anyone  else — in  the  position  of  simply  having  a 
basic  contract  without  providing  for  the  unknown 
and  the  unseen  catastrophic  contingency. 

To  the  extent  that  voucher  NHI  recognizes  that 
need,  we  apparently  can  agree  on  that  point. 
Again,  comprehensive  coverage  for  all  Americans 


is  the  basis  on  which  our  bill  is  built,  while  a 
significant  portion  of  that  coverage  under  voucher 
NHI  would  be  subject  to  negotiation  between  the 
health  care  consumer  and  the  provider,  and/or  the 
insuror.  There  is  a consensus  that  disadvantaged 
citizens  should  be  provided  with  comprehensive 
coverage.  And  I don’t  think  there’s  any  question 
about  that. 

However,  any  disagreements  over  the  precise 
extent  of  coverage  to  be  provided  the  less-needy 
segment  of  the  population  could  and,  it  seems  to 
me,  should  be  very,  very  carefully  discussed,  and 
carefully  thought  out.  I worry  a great  deal  when  I 
hear  conversations  that  tend  to  gloss  over  the  con- 
cept of  very  careful  delineation  of  what  basic 
coverages  are  all  about.  The  approach  that,  “Well, 
we’ll  talk  about  that  tomorrow',’’  can  produce  in- 
credible difficulties  if  and  when  tomorrow'  ever 
comes,  if  people  do  not  define  the  basic  benefit 
package  early-on  so  that  everyone  at  least  knows 
what  everybody  else  is  talking  about.  Otherwise  I 
get  very  concerned  and  very  unsure  of  cost  figures 
that  suddenly  start  bouncing  around  like  little 
rubber  balls. 

In  the  area  of  insurance  reimbursement  to  pro- 
viders, the  AMA  endorses  several  approaches.  For 
example,  we  believe  that  basic  hospital  payment 
methods  should  be  developed  and  agreed  upon  by 
hospitals  and  insurers.  And  these  methods  could 
include  prospective  reimbursement,  and  I think 
these  need  to  be  spelled  out  very  carefully.  What- 
ever method  is  used,  however,  it  should  be  flexible 
enough  to  meet  real  local  wants  and  needs.  And 
we  are,  as  I am  sure  you  already  know,  adamantly 
opposed  to  the  very  arbitrary  government  remedy 
now  being  proposed  by  the  Carter  Administration 
which  would  impose  federal  price  controls  on 
community  hospitals  from  one  end  of  the  country 
to  the  other.  As  we  testified  in  Congress  earlier 
this  year,  that  sort  of  approach  to  the  problem  of 
cost  amelioration  “does  not  support  incentives  for 
efficiency,  but  perpetrates  inefficiency  in  hospital 
care,  and  creates  a rigid  program  which  in  the 
long  run  would  be  very  unresponsive  to  improving 
the  quality  of  hospital  care,  discourages  an  in- 
creased access  to  care,  and  penalizes  the  institu- 
tions which  seek  to  respond  to  increased  commu- 
nity health  needs.’’ 

I think  it’s  extremely  important  that  when  you’re 
looking  at  voucher  NHI  and  at  the  CCHP,  that 
you  look  at  the  hospital  in  the  community  and  rec- 
ognize that  there  will  have  to  be  some  response  to 
increased  community  needs,  and  that  you  haven’t 
denied  the  hospital  the  opportunity  to  respond  to 
community  needs.  So,  again,  I think  it’s  extremely 
important  that  you  have  a very  clear  definition  of 
what  kind  of  a benefit  package  you’re  really  talk- 
ing about. 

Now  we  take  an  obviously  similar  approach  to 
physician  reimbursements,  and  in  our  view  the 


physician  should  be  entitled  to  receive  fees  for 
services  rendered  based  on  usual  customary  and 
reasonable  charges.  And  those  charges  could  be 
monitored  through  existing  third  party  peer  re- 
view mechanisms  (obviously  in  some  areas  these  do 
need  strengthening,  in  other  areas  they’re  working 
extremely  well)  and  should  include  consultation 
with  local  medical  societies  in  those  areas  where 
the  society  is  large  enough  for  it  to  be  appropriate. 

Meanwhile  physicians  who  wish  to  work  on  a sal- 
ary basis  or  for  capitation  fees,  as  might  be  done  in 
an  HMO  or  in  a foundation,  should  also  be  per- 
mitted to  do  so,  and  the  open  and  free  competition 
between  the  systems  is  certainly  one  which  is  desir- 
able and  one  which  at  the  moment  is  existent — 
perhaps  not  to  the  degree  that  some  people  en- 
visioned it  several  years  ago  but,  nevertheless,  it 
does  exist.  In  fact,  the  AMA  endorses  the  concept 
that  a competitive  pluralistic  system  in  both 
financing  and  reimbursement  is  best  in  the  long- 
run.  We  do  not  believe  that  any  single  system, 
whether  it  be  a single  mode  of  delivery,  or  a single 
method  of  reimbursement,  should  be  imposed  on 
all  providers.  We  simply  do  not  believe  that  that 
will  be  efficient,  nor  will  it  be  acceptable  to  the 
providers  and  to  the  patient.  Freedom  of  choice  on 
both  sides  of  that  equation — physician  and  pa- 
tient— is  equally  important.  So  the  specifics  of  pro- 
vider reimbursement  deserve  very  careful  consid- 
eration in  any  research  to  emerge  from  this  con- 
ference, and  I strongly  recommend  that  it  be  given 
a very  careful  review. 

Earlier,  I underscored  the  AMA’s  position  that 
the  federal  financing  of  any  NHI  program,  in- 
cluding voucher  NHI,  should  be  kept  to  a 
minimum.  We  believe  that  government  adminis- 
tration also  should  be  kept  at  an  absolute  mini- 
mum. I heard  that  same  comment  repeated 
around  this  room  a number  of  times  yesterday — 
the  efficiency  of  government  in  the  administration 
of  programs — so  our  position  is  not  unknown  to 
you,  nor  is  it  unique  to  us.  And,  hence,  the  AMA’s 
present  comprehensive  plan  does  in  fact  discour- 
age overall  intervention  by  the  federal  govern- 
ment, while  it  encourages  the  private  sector  re- 
sponsiveness and  creativity  which  have  made  this 
medical  care  of  ours,  even  with  its  obvious  faults, 
still  the  finest  in  the  world.  And  to  the  extent  that 
voucher  NHI  is  compatible  with  that  position,  and 
I think  it  is  in  great  part,  then  we  certainly  have  no 
differences  of  opinion  about  that. 

I think  we  need  to  be  very  careful,  however,  as 
we  seem  to  be  rushing  to  the  conclusion  that  the 
moment  in  history  has  arrived  when  we  must  have 
some  form  quickly  of  something — whatever  that 
might  be.  And  I just  have  to  raise  the  cautionary 
note  that  the  quality  of  medicine  tends  to  stagnate 
in  countries  where  NHI  is  totally  government- 
dominated.  Thus  John  Friman,  President  of  the 
National  Fund  for  Medical  Education,  who  is  well 


known  to  most  of  you,  said  in  his  testimony  to 
Congress  earlier  in  the  year:  “Every  other  nation 
that  has  adopted  national  health  insurance  has 
frozen  its  health  care  system  at  that  particular 
point,”  and  “No  other  nation  has  been  able  to  use 
NHI  as  ‘a  lever  to  move  the  earth.’  On  the 
contrary,  NHI  has  made  change  slower  and  more 
difficult.” 

I think  that  admonition  to  not  expect  too 
much — and  in  fact  to  be  willing  to  accept  that  it 
may  slow  down  rather  than  speed  up  change — is 
one  which  deserves  very  careful  consideration  in 
any  additional  research  that’s  done  as  a result  of 
this  conference. 

Now  we’re  particularly  concerned  about  what  107 
the  potential  pitfalls  in  a federalized  health  care 
system  may  be.  And  certainly  the  creation  of  a 
National  Health  Service  in  Britain  has  resulted  in 
some  very  frigid  after-effects.  And  those  effects 
have  been  very  vividly  described  by  a great  many 
people,  one  of  whom  is  Arthur  Porritt,  who  points 
out  again  for  the  umpteenth  time  that  in  their 
system  at  any  rate,  under  those  proscriptions,  70 
percent  of  their  beds  are  of  pre-World  War  II 
vintage,  and  that  35  percent  of  their  hospitals 
weren’t  even  built  in  the  twentieth  century.  But 
what’s  even  worse  is  that  they  wound  up  with  30 
percent  more  administrators  than  physicians.  If  we 
are  concerned  about  the  distribution  of  health  care 
and  the  ability  to  treat  the  entire  population,  it 
seems  to  me  that  that  ought  to  be  one  lesson  in 
great  big  neon  signs  that  says,  “Let’s  don’t  repeat.” 
Whether  it’s  AMA’s  proposal  or  anyone  else’s  pro- 
posal, that  lesson  ought  to  be  loud  and  clear.  We 
really  don’t  need  in  this  country  30  percent  more 
administrators  than  we  have  doctors. 

Now,  there  are  a lot  of  delusions,  and  there  are 
an  awful  lot  of  euphemisms  that  are  being  tossed 
around  in  our  country  today.  Preventive  medicine 
seems  to  be  one,  and  Mr.  Califano  seems  to  like 
that — he  seems  to  be  one  of  those  people  who  have 
been  seduced  by  that  phrase.  I guess  that’s  what 
happened  to  him. 

At  any  rate,  it’s  frequently  being  quoted  as  a 
broad  and  easy  avenue  leading  to  significant  cost 
reduction.  Well,  it’s  not.  And  no  matter  what  Mr. 
Califano  says,  it  isn’t  going  to  be.  And  preventive 
medicine,  by  the  very  definition,  involves  no  more 
or  less  than  what  is  implied — and  that’s  medical 
tests  or  procedures  designed  to  identify  illness  at 
an  early  stage,  or  hopefully,  to  prevent  illness,  and 
that’s  not  cheap.  And  don’t  anybody  delude  them- 
selves that  a great  massive  push  to  some  of  these 
very  sexy  sounding  concepts  is  somehow  going  to 
magically  be  done  without  someone  paying  for  it. 

Because  it  isn’t.  It’s  going  to  be  a very  expensive 
process.  The  cheap  things,  the  real  inexpensive 
things,  like  immunization  for  children,  which 
could  truly  prevent  illness,  have  been  ignored  in 
our  great  desire  to  do  great  and  wonderful  things 


for  everyone.  Some  children  of  our  country  have 
been  ignored  to  what  I consider  to  be  a point  of 
neglect  by  their  parents  and  by  their  society,  al- 
lowing their  immunizations  levels  to  be  so  low,  so 
that  to  me  it’s  a mockery  when  people  stand  up 
and  talk  about  preventive  medicine  and  how  great 
and  wonderful  it  can  be.  It  is  sheer  hypocrisy  to  let 
children  wander  around  the  streets  of  this  country 
without  protection  against  polio.  And  they  can  be 
immunized  for  nothing.  It  leads  me  to  wonder 


about  some  of  the  thought  processes  of  adults 
today. 

At  any  rate  there  are  many  problems,  and  there 
are  some  that  I don’t  think  we  have  the  time  to 
discuss,  nor  is  the  right  place  to  address  them. 

Needless  to  say,  we  will  continue  to  be  very  in- 
terested in  what  comes  forward  from  this  session, 
and  we  will  be  very  anxious  to  know  what  happens 
through  the  rest  of  the  day  today. 
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A group  health  perspective 

Scott  Fleming 


I need  to  start  out  with  a little  bit  of  a dis- 
claimer: though  I’m  on  the  program  as  a repre- 
sentative of  the  Group  Health  Association  of 
America,  I do  not  have  any  mandate  from  the 
Group  Health  Association.  The  only  thing  that  is 
really  clear,  and  it  was  reestablished  at  the  last 
annual  Group  Health  Institute  in  June,  is  that  the 
Group  Health  Association  of  America  is  not  en- 
dorsing or  advocating  any  specific  national  health 
insurance  proposal,  but  rather  is  directing  its  con- 
cern to  attempting  to  assure  that  any  proposal  that 
may  receive  serious  consideration  is  reshaped  in  a 
manner  that  provides  opportunities  for  and 
encouragement  for  effective  organized  delivery 
systems. 

The  same  is  true  of  my  own  organization,  the 
Kaiser-Permanente  program;  we  are  not  advocates 
of  any  particular  National  Health  Insurance  pro- 
posal, but  our  interest  is  in  a system — whatever 
label  it  may  be  introduced  under — that  does  in- 
volve some  fundamental  points.  I believe  these 
points  are  entirely  compatible  with  the  concerns  of 
the  Group  Health  Association  of  America.  A fun- 
damental point  is  one  of  pluralism  — 
alternatives — significant  alternatives,  and  the  Gon- 
sumer  Ghoice  Health  Plan  certainly  does  meet  that 
principle. 

We  think  it  is  equally  fundamental  that  a Na- 
tional Health  Insurance  Plan  embody  effective  in- 
centives for  consumers  to  prefer  to  obtain  their 
care  through  efficient  delivery  systems.  This  we 
believe  is  fundamental  to  the  whole  arena  of  cost 
containment,  and  it  is  of  course  one  of  the  rocks 
that  the  Consumer  Choice  Health  Plan  is  built  on. 
Here  again,  I see  a great  degree  of  compatibility, 
but  there  are  a number  of  questions.  First,  let  me 
finish  the  basic  criteria. 

Just  as  there  must  be  incentives  for  consumers  to 
prefer  to  obtain  their  health  care  services  through 
efficient  systems,  incentives  for  providers  to  prefer 
to  associate  with  efficient  delivery  systems  are 
equally  necessary.  It’s  a two-way  street.  You  cannot 
have  an  effective  organized  health  care  system 
unless  you  can  attract  the  providers  who  have  all 
the  alternatives  available  to  providers  to  such  a 


system.  As  has  been  noted  in  the  course  of  the 
discussion  there  are  many  motivations,  some  fi- 
nancial, some  non-financial.  We  believe  that  or- 
ganized systems  of  the  group  practice  prepayment 
type  have  much  to  offer  providers.  However,  it  is 
equally  true  that  many  providers  prefer  other 
methods  of  arranging  the  delivery  of  their  serv- 
ices, and  that  takes  us  back  to  pluralism  and  diver- 
sity. There  is  room  for  many  different  approaches, 
and  the  consumers,  as  well  as  the  providers,  must 
have  the  opportunity  to  select  those  which  best 
meet  their  needs,  as  they  see  their  needs. 

A fourth  point  that  has  been  articulated  by  the 
Kaiser-Permanente  organization  and  others  con- 
cerned with  group  practice  prepayment  involves 
the  opportunity  for  capital  generation.  The  de- 
velopment of  organized  health  care  delivery  sys- 
tems takes  an  enormous  amount  of  capital.  The 
more  highly  structured,  and,  in  my  opinion,  the 
more  effective,  potentially,  are  the  more  capital 
intensive  systems. 

As  I interpret  it,  the  Consumer  Choice  Health 
Plan  would  be  a plan  in  which  competing 
systems — whether  insurance  companies  operating 
through  traditional  medical  practice,  or  HMO’s  as 
now  defined  rather  restrictively  by  the  Federal 
government,  or,  hopefully,  various  other  alterna- 
tives such  as  the  health  care  alliances  that  Paul 
Ellwood  and  some  of  his  associates  have 
suggested — would  be  able  to  set  their  rates  subject 
to  the  constraints  of  the  market.  Thus,  efficient 
plans  could,  within  a competitive  rate  structure, 
generate  capital  to  meet  their  capital  needs.  On 
this  point,  the  Consumer  Choice  Health  Plan  is 
responsive  to  criteria  that  we  believe  to  be  very 
important. 

I must  also  mention  some  cautions.  The  benefit 
package  issue  is  quite  important,  and  other  people 
have  discussed  it;  the  level  of  the  tax  credit,  or 
level  of  the  financing  behind  the  system,  is  very 
important.  If  we  had  a skinny  version  of  Con- 
sumer Choice  Health  Plan  w'ith  a tax  credit  say  of 
30  percent  or  something  of  that  sort  (and  with 
enormous  demands  on  the  Federal  budget,  and 
many  other  priorities  for  tax  dollars,  there  will  be 


a lot  of  pressure  to  hold  that  level  down)  that 
could  Finance  only  a catastrophic  type  of  program 
and  leave  persons  desiring  more  than  catastrophic 
coverage  with  substantial  out-of-pocket  costs,  or 
costs  that  would  not  have  the  benefit  of  tax  shelter. 
This  could  be  quite  counter-productive;  it  could 
move  the  system  toward  expensive  esoteric  care 
and  away  from  primary  care,  the  type  of  care 
which  I believe  is  really  fundamental  to  the  most 
effective  working  of  the  health  system. 

So  there  can  be  many  versions  of  Consumer 
Choice  Health  Plans,  some  of  which  could  be  con- 
structive, and  some  of  which  might  be  counter- 
productive. Obviously,  the  minimum  benefit  level, 
and  the  financing  level  are  crucial  variables  w'hich 
would  enormously  influence  how  a specific  version 
of  this  plan  would  function  from  the  viewpoint  of 
group  practice  prepayment. 

I should  note  that,  although  the  fundamentals 
which  representatives  of  group  practice  prepay- 
ment have  articulated  as  important  principles  for 
national  health  insurance  are  basically  met  by  the 
Consumer  Choice  Health  Plan,  assuming  adequate 
benefit  and  financing  levels,  this  is  not  to  say  that 
other  NHI  proposals  fail  to  satisfy  these  principles. 
I’m  not  here  to  discuss  alternate  plans;  I merely 
want  to  reinforce  my  initial  disclaimer:  the  fact 
that  CCHP — at  least  in  some  versions — appears 
compatible  with  these  principles  in  no  sense  im- 
plies that  other  alternatives  aren’t  compatible,  or 
that  other  alternatives  could  not  be  made  compat- 
ible by  reasonable  amendments. 

Much  of  the  discussion  in  the  last  day  and  a half 
has  suggested  to  me  that  a number  of  the  discus- 
sants haven’t  read  the  CCHP  proposal  very  well.  I 
commend  it  to  you  for  careful  reading,  because 
much  that  has  appeared  to  be  controversial,  con- 
fusing, uncertain,  etc.,  will  be  reasonably  well  an- 
swered if  you  carefully  read  the  plan.  If  all  else 
fails,  read  the  instructions. 

There  is  another  aspect  I’d  like  to  touch  on 
briefly.  This  is  the  “compared  to  what  issue”  as- 
pect. A number  of  highly  legitimate  questions  and 
criticisms  have  been  raised  with  respect  to  CCHP. 
Many  of  these  are  equally  applicable  to  other  seri- 
ous considered  alternatives.  I seem  to  see  a prob- 
lem that  is  a little  bit  analogous  to  the  old  HMO 
problem  with  the  Nixon  Administration — quite  a 
surprising  source  for  one  of  the  revolutionary  de- 
velopments in  the  health  care  field.  It  appeared 
that,  for  the  HMO  idea  to  be  sold  at  all,  it  had  to 
be  oversold.  And  it  was  grossly,  and  in  my  opin- 
ion— and  I was  there  during  a significant  part  of 
that  time — it  was  disastrously  oversold. 

I hope  that  the  proponents  of  CCHP  won’t  get 
caught  in  the  same  trap.  I agree  with  those  who 
make  the  point  that,  despite  considerable  merit  in 
many  respects,  it  is  not  the  solution  to  every  prob- 
lem on  that  health  care  scene.  I found  myself  in 
fundamental  agreement  with  the  remarks  of  Walt 


McClure,  but  with  the  uneasy  feeling  that  his  scen- 
ario would  probably  not  work  out  so  well  in  the 
real  world.  The  real  cannot  equal  the  ideal.  That  is 
going  to  be  true  of  the  Health  Security  Act,  the 
Kennedy-Mills  Act,  the  CHIP  Program,  and 
CCHIP — the  real  is  alw'ays  going  to  run  into  nasty 
real  world  difficulties  that  will  make  it  appear  not 
quite  as  great  as  the  ideal  that  someone  can  imag- 
ine. 

There  has  been  a considerable  discussion  sug- 
gesting urgency — an  awful  hurry;  let’s  get  at  it;  let’s 
do  something;  go,  go,  go — because  we’re  about  to 
be  engulfed  by  National  Health  Insurance  . . . 

I should  say  something  provocative  on  this  occa- 
sion, so  I will. 

I suggest  that  National  Health  Insurance  is  an 
idea  whose  time  has  passed.  I do  not  personally  see 
a constituency  adequate  to  enact  any  National 
Health  Insurance  proposal.  It’s  easy  to  get  a 
majority  for  that  set  of  words — National  Health 
Insurance — but,  it  is  just  a set  of  words.  As  soon  as 
you  start  fleshing  out  the  words  and  giving  them 
specific  content,  the  constituency  becomes  frag- 
mented. I do  not  now  see  anything  approaching 
what  I believe  I saw  back  in  the  early  1960’s,  when 
the  forces  for  Medicare  were  strong  and  strongly 
rising. 

I suggest  that  too  much  of  the  population  is  now 
too  well  covered  for  National  Health  Insurance  to 
be  the  kind  of  major  issue  that  can  force  the  coali- 
tions and  the  resolutions  of  differences  necessary 
to  get  a bill  enacted.  The  time  for  National  Insur- 
ance may  come  again.  Meanwhile,  I think  there  is 
adequate  time  for  pursuing  the  research  agenda 
which  Stu  Altman  addressed  with  particular  effec- 
tiveness. There  are  so  many  questions  that  can  be 
reasonably  well  answered  if  the  research  resources 
in  the  Federal  government  and  elsewhere  are  ef- 
fectively applied  to  them.  An  important  constraint 
has  been  the  feeling  that  by  the  time  we  get  the 
answers  it  will  be  too  late  because  National  Health 
Insurance  will  already  have  been  enacted.  I have 
great  faith  in  human  inertia,  and  even  greater 
faith  in  government  inertia.  I suggest  that  there  is 
a fair  amount  of  time  within  which  Stu  Altman’s 
research  agenda  can  be  pursued. 

Just  a few  brief  notes.  The  persons  who  ad- 
dressed the  rural  underserved  and  urban  under- 
served issues  have  a valid  point  in  saying  that  the 
availability  of  purchasing  power  will  not,  in  and  of 
itself,  resolve  the  health  care  problems  in  under- 
served areas.  Purchasing  power  does  not,  in  and  of 
itself,  create  resources.  On  the  other  hand,  the 
existence  of  dependable,  assured  purchasing 
power,  such  as  various  versions  of  National  Health 
Insurance  including  the  consumer  choice  pro- 
gram, might  provide  in  my  estimation,  an  essential 
first  step.  In  my  prior  position  as  Regional  Man- 
ager for  the  Kaiser-Permanente  Program  in  Ore- 
gon, we  had  very  serious  interest  in  moving  into 


the  rural  areas  not  too  far  from  Portland.  Phe 
problems  were  numerous,  but  a fundamental  one 
was  the  lack  of  dependable  purchasing  power. 
Purchasing  power  alone  is  not  enough,  but  it  is  an 
essential  factor.  The  kind  of  National  Health  In- 
surance plan  that  has  been  laid  out  here  would  do 
much  to  encourage  competitive  programs  to  ex- 
pand to  take  advantage  of  that  purchasing  power. 

There  also  was  the  other  point:  what’s  the  good 
of  purchasing  power  if  there’s  nothing  to 
purchase? 

I see  some  significant  developments  on  that 
front.  There  are  not  a great  many  organized  sys- 
tems around  the  United  States  at  present,  on  the 
other  hand,  there  are  some,  and  there  are  more  in 
the  offing.  Jack  Shelton  is  here  from  the  Ford 
Motor  Company  and  will  be  speaking  later.  Ford 
has  been  working  with  the  Kaiser-Permanente  or- 
ganization and  I sincerely  hope  that  the  Ford 
Motor  Company  will  undertake  to  develop  a major 
plan  in  the  area  where  they  are  headquartered.  We 
are  communicating  with  a number  of  other  sizable 
industrial  organizations  which  have  the  resources 
to  sponsor  adquately  financed  plans  with  the  po- 
tential for  enormously  increasing  the  availability  of 


organized  systems  over  the  next  few  years. 

To  conclude,  the  world  of  group  practice  pre- 
payment has  been  the  world  of  consumer  choice. 
Leaders  in  the  development  of  the  Kaiser- 
Permanente  program  first  developed  the  concept 
of  dual  choice  or  multiple  choice  and  were  success- 
ful in  persuading  a sizable  number  of  unions, 
which  represent  one  of  our  major  customer 
groups,  and  a sizable  number  of  employers,  to  let 
the  individuals  in  their  organizations  choose 
among  alternative  systems. 

Most  of  group  practice  prepayment,  since  the 
middle  50’s  when  I became  personally  involved, 
has  had  an  uphill  fight  to  obtain  consumer  choice 
and  the  opportunity  to  compete  for  consumers. 
Does  it  work?  I have  a chart  here  which  shows  a 
line  that  goes  from  50,000  in  1961  to  125,000  in 
1976.  That  is  the  growth  of  subscribers  under  the 
Federal  Employees  Health  Benefit  program  en- 
rolled in  the  Kaiser-Permanente  system.  The  fed- 
eral employees  project  is  the  nearest  thing  we  have 
to  a real  world  prototype  for  CCHP.  It’s  real;  it 
works;  and  the  organized  health  care  systems  with 
which  I am  personally  familiar  have  thrived  in  this 
environment. 


The  perspective  of  the  American 
Hospitai  Association 

J.  Alexander  McMahon,  J.D. 
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I’m  happy  to  have  this  opportunity  to  talk  about 
the  hospital  reaction  to  the  voucher  payment  sys- 
tem, emphasizing,  as  have  others,  that  I’m  not 
talking  about  our  AHA  policy  because  we  haven’t 
studied  it  yet;  but  I’ll  try  to  indicate  what  the 
reactions  are  likely  to  be. 

All  of  you  have  heard,  I suppose  most  recently 
from  Elliot  Richardson,  that  where  you  stand  de- 
pends on  where  you  sit,  and  let  me  tell  you,  just 
briefly,  where  hospitals  sit. 

We  developed  a universal  health  insurance  plan 
in  the  late  60’s — we’d  rather  call  it  universal  than 
national  health  insurance  because  it’s  got  a better 
connotation.  It  was  originally  called  Ameriplan, 
and  then  later  the  Health  Financing  & Reorgani- 
zation Act,  as  it  was  introduced  by  Congressman 
Ullman.  The  goal  was  to  achieve  universal  cover- 
age of  all  the  people  for  comprehensive  benefits 
under  a pluralistic  financing  system  that  would 
take  care  of  older  people  through  the  social  secur- 
ity mechanism,  the  indigent  and  the  near  poor 
through  government  aid,  and  employed  people 
through  a mandated  plan.  We  recognize  there  are 
some  gaps,  and  we’re  working  in  the  latest  edition 
to  cure  some  of  them. 

In  passing,  I would  say  that  we  completely  op- 
pose a single-source,  tax-supported  plan.  We  think 
it  would  put  health  expenditures  in  competition 
with  other  government  programs  like  education 
and  welfare,  roads  and  highways,  and  national 
defense.  We  think  it  leads  to  rationing,  to  over- 
regulation, and  would  solidify  this  system  at  a time 
when  all  of  us  agree  that  it  does  not  need  solidifi- 
cation. 

Our  principles,  as  I have  outlined  them  so  far, 
aren’t  unlike  the  plans  sponsored  by  others,  the 
AMA,  the  Burleson-Mcintyre  bill,  even  the  CHIP 
Plan  of  the  Nixon  Administration.  But  we  added 
some  additional  items,  because  we  thought  any 
mandated  plan  providing  universal  coverage  was 
going  to  have  a substantial  amount  of  regulation. 
We  also  thought  it  was  going  to  need  some  re- 
structuring of  the  system  to  assure  access  because 
we  couldn’t  envision  the  government  mandating 
coverage  if  there  were  not  sufficient  access  to  care. 


So  we  developed  a plan  to  assure  access  through 
the  franchising  of  Health  Care  Corporations,  and 
we  thought  we  would  achieve  cost  containment 
through  state  health  commissions  where  the  cer- 
tificate of  need,  rate  review  and  insurance  regula- 
tion process  would  be  centered.  We  didn’t  deal 
with  utilization  review  except  in  passing,  but  that  is 
one  of  the  problems  with  our  original  plan  that 
we’re  working  on  now. 

We  gained  support  for  our  plan.  Congressman 
Ullman  introduced  it.  He  liked  the  access  aspect 
particularly,  because  it  did  attempt  to  deal  with  the 
access  problem,  for  example,  in  his  rural  congres- 
sional district.  It  also  developed  opposition,  chiefly 
among  hospitals  and  doctors.  They  didn’t  like  the 
over-regulation,  and  they  didn’t  like  the  franchis- 
ing idea.  Even  so,  we  had  hoped  that  there  would 
be  more  movement,  starting  in  1972,  toward  the 
development  of  health  care  corporations  or  com- 
prehensive health  delivery  organizations,  and  we 
staffed  up  to  encourage  their  development.  I 
made  some  speeches  at  the  time  among  our 
constituency — but  nothing  much  happened.  And  I 
had  always  thought  that  probably  the  biggest 
single  reason  was  that  the  world  had  changed.  All 
of  a sudden,  instead  of  focus  on  access,  and  on 
doing  some  other  things,  we  were  confronted  with 
the  Economic  Stabilization  Program,  and  that 
markedly  shifted  our  attention  to  economic  sur- 
vival. 

We  also  were  confronted  with  more  controls. 
The  PSRO  and  utilization  review  and  medical 
audit  mechanisms  of  Public  Law  92-603,  then  the 
Joint  Commission  requirements,  and  then  the 
planning  law  in  1974,  P.L.  93-641. 

Moreover,  there  seemed  to  be  a failure  to  move 
substantially  in  the  HMO  direction.  Not  that  the 
existing  ones,  like  Kaiser-Permanente,  weren’t 
doing  well  and  thriving,  but  there  certainly  wasn’t 
a mad  rush  in  that  direction. 

With  all  of  that,  we’ve  been  in  the  past  year 
developing  a new  bill,  making  new  changes  only  in 
our  original  concept,  so  where  we  stand  now  isn’t 
consistent  with  the  voucher  payment  mechanism. 


But  I’ll  have  some  more  to  say  about  that  in  a 
minute. 

I think  we’re  in  a new  world,  and  that  new  world 
began  after  we  put  the  rethinking  of  our  original 
universal  health  insurance  plan  into  gear. 

I think  there’s  a recognition,  growing  out  the 
campaign  of  1976,  with  the  problems  of  govern- 
ment regulations.  You  all  know  the  problems  of 
OSHA,  you’ve  seen  the  debate  in  the  airline  in- 
dustry as  to  whether  regulation  works,  and  you’ve 
seen,  too,  the  bumper  sticker,  “If  you  like  your 
Postal  Service,  you’ll  love  National  Health  Insur- 
ance.” 

The  second  thing  that  changed,  I think,  was  the 
recognition  all  of  a sudden  that  the  way  we  were 
going  has  a number  of  problems  inherent  in  it.  It 
doesn’t  deal  with  the  demand  issues,  nor  does  it 
stimulate  consumer  cost  consciousness.  We  were 
headed  in  the  direction,  however  you  want  to 
phrase  it,  of  universal  coverage  and  comprehen- 
sive benefits.  And  we  were  headed  into  a system 
that  would  depend  more  and  more  on  regulation 
as  the  cost  containing  approach,  rather  than  any 
involvement  on  the  part  of  the  consumer. 

Now,  in  the  American  Hospital  Association  and 
through  our  hospital  constituency,  we’re  looking  at 
the  demand  issue  and  how  we  get  the  consumer 
more  involved  as  an  alternative  to  government 
regulation. 

Moreover,  there  have  been  some  discussions 
about  the  problems  of  regulation,  the  problems  of 
certificate  of  need,  the  problems  of  public  utility- 
type  regulation,  the  stimulation  of  competition. 
While  the  suggestions  of  Clark  Havighurst,  over 
on  the  far  right,  Alain  Enthoven,  and  Paul 
Ellwood  are  far  more  moderate,  they  still  are 
talking  about  increased  competition. 

Will  hospitals  be  interested? 

Yes,  I think  they  will.  You’ve  gotten  our  atten- 
tion through  the  Cost  Containment  Act  of  1977, 
and  we  see  a new  world  out  there,  too.  A new 
world  that  begins  to  force  us  to  look  face  to  face 
with  some  of  the  regulatory  things  that  we  have 
been  arguing  about.  We’re  concerned  about  over- 
regulation, but  we’re  no  longer  as  concerned  as  we 
used  to  be  about  full  payment.  Hospital  people 
today  are  ready  to  consider  cost  sharing,  if  it  will 
better  involve  the  consumer  in  the  cost  contain- 
ment effort. 

We’re  ready  to  re-think,  therefore,  some  of  the 
places  where  we  have  been  sitting,  and  certainly 
are  ready  to  look  at  the  voucher  possibility. 

One  wonders  why  hospitals  haven’t  moved  more 
strongly  in  the  direction  of  developing  alternative 
delivery  systems  themselves.  Well,  some  of  them 
have.  Monty  Brown  can  tell  you  about  the  move- 
ment toward  multi-hospital  organization,  a first 
step  perhaps  towards  a comprehensive  system. 

But  we  still  don’t  have  all  the  skills  that  are 
necessary.  Most  hospitals  still  haven’t  really 


thought  in  terms  of  an  identifiable  patient  com- 
munity; they  haven’t  thought  in  terms  of  enrolling 
people  as  the  carriers  have;  they  haven’t  thought 
in  terms  of  actuarial  analysis  of  experience  and 
risk  taking.  They  do  have  the  managerial  exper- 
tise; they  do  have  the  medical  staff;  but  tbe  medi- 
cal staff  is  not  usually  interested  in  developing  an 
alternative  system.  They’ve  got  some  of  the  ingre- 
dients, but  not  all,  as  I suggested  yesterday  in  a 
comment,  for  developing  a Consumer  Choice 
Health  Plan.  I think  there  will  be  more  interest  in 
the  future,  but  of  course  if  it’s  to  be  broadly  done 
it  will  involve  not  only  the  hospital  chassis,  but  that 
key  ingredient  of  the  delivery  system,  the  medical 
staff. 

Now,  a final  word.  As  I see  it  today,  we’re  at  a 
crossroads.  We  can  go  down  the  regulatory  road 
with  more  and  more  regulation — certificate  of 
need,  utilization  review,  rate  review,  and  so  on.  I 
think  if  we  do,  we’re  likely  to  find  that  the  pro- 
vider world  is  going  to  be  preoccupied  with  beat- 
ing the  regulators.  And  let  me  assure  you,  as  many 
of  the  commentators  have,  we  can.  We’re  perma- 
nent, the  hospital  is  an  ongoing  institution,  but 
government  people  still  tend  to  come  and  go — at 
least  at  the  policy  making  level.  And  if  you  put  us 
in  the  position  of  squaring  off  against  the 
regulators — and  I’ve  got  nine  years  of  a working 
life  left  and  a considerable  amount  of  energy — 
we’ll  devote  it  all  to  beating  the  system. 

If  this  is  where  you  want  us  to  go,  fine,  let’s  have 
at  it. 

But  I’m  not  sure  that’s  where  you  want  us  to  go. 
That  tends  to  leave  out  the  patient,  the  consumer, 
and  the  community;  and  I think  incentives  that 
would  direct  our  attention  to  these  groups  would 
be  far  sounder,  incentives  that  would  motivate  us 
to  change  and  not  just  just  to  survive,  though  I can 
assure  you  we’re  adept  at  surviving. 

Regulation  is  likely  to  be  irrevocable.  It’s  very 
hard  to  undo  government  regulations,  as  you  can 
see  from  the  airline  industry;  and  as  I had  to  say  in 
reference  to  a tax  supported  plan,  I think  it  would 
solidify  the  system  at  a time  when  it  doesn’t  need 
solidification. 

I think  the  real  test  is  how  can  we  best  serve  the 
consumers.  How  will  we  direct  our  attention,  and 
we  tried  in  the  late  ’60’s,  to  better  access,  to  appro- 
priate cost  containment,  to  consumer  choice,  and 
to  serving  communities?  I suggest  that  the  market 
approach  that  is  at  the  base  of  voucher  choice 
health  plans  offers  a very,  very  significant  contri- 
bution to  the  debate  that  ought  to  be  going  on. 
The  market  idea  works  elsewhere  in  the  economy 
of  the  United  States.  The  idea  applied  to  the 
health  field  has  worked.  We  heard  some  examples 
from  Hawaii  and  California.  The  FEP  is  a possibil- 
ity, but  I suggest  that  is  still  more  in  the  traditional 
mode;  FEP  still  hasn’t  completely  recognized  the 
new  world. 
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Obviously,  the  market  approach  isn’t  going  to 
solve  everything  overnight.  We  discussed  yester- 
day whether  it  can  solve  the  problems  of  under- 
served areas,  the  poor  people  in  the  urban  setting, 
rural  areas;  and  whether  it  can  solve  the  problems 
of  medical  education.  1 reject  as  being  unrealistic 
the  fact  that  we  ought  to  pull  medical  education 
out  of  the  patient  care  dollar.  I don’t  see  any 
volunteers  to  pick  up  the  slack. 

I think  it  will  be  slow  going,  but  for  those  of  you 
who  wonder  if  the  provider  leopard  could  change 
its  spots,  I would  suggest  it  might,  particularly 
after  it  has  looked  the  lion  in  the  face. 

The  market  approach  does  involve  the  con- 
sumer, it  does  have  leverage,  and  the  leverage  of 
the  dollar  still  works  better  in  the  United  States 
than  any  other  kind  of  leverage.  I suggest  it  will 
work  better  here.  It’s  obviously  got  to  involve  some 
regulation,  but  I think  as  the  discussion  indicated 
yesterday,  that  regulation  can  be  consistent  with 
the  market  approach,  providing  incentives  and 
motivations  to  do  the  right  thing,  not  just  to  beat 
the  regulators. 

So  we  come  to  the  future,  and  I will  close  by 
saying,  “Where  you  stand  also  may  be  where  you 


land.”  I’ve  tried  to  indicate  where  we  stand,  and 
we  may  be  ready  to  take  a leap  of  faith. 

I think  the  voucher  system,  as  we’ve  explored  it, 
can  achieve  modest  ends,  and  I emphasize  the 
modesty  of  it — it  won’t,  nothing  will,  achieve  the 
■Millenium. 

Regulation,  as  I suggested,  is  not  reversible,  and 
therefore  the  marketplace  ought  to  be  worth 
exploring,  before  w'e  put  all  of  our  chips  on  regu- 
lation. 

I think — and  that  was  my  suggestion  to  Tom 
Sherlock  yesterday — the  w'orld  today  calls  for  some 
new  ways  of  looking  at  things.  The  hospitals,  and 
the  physicians  on  their  medical  staffs,  I believe,  are 
ready  to  look  at  new  ways  of  doing  things.  Ob- 
viously, it’s  hard  to  change  practitioners,  whether 
professional  or  administrative,  in  their  mid-50’s.  I 
become  more  aware  of  that  all  the  time — and  yet 
when  the  world  changes,  those  who  will  survive 
recognize  the  change  and  recognize  their  need  to 
adjust.  I think  there  is  still  a great  deal  of  idealism 
in  the  provider  world,  and  certainly  we  haven’t 
forgotten  our  history  lessons — that  where  there  is 
no  vision,  the  people  perish. 


The  labor  perspective 

Bert  Seidman 


Let  me  say  at  the  outset  that  I think  that  this  has 
been  a very  stimulating  meeting.  I hasten  to  add 
that  at  this  stage  of  the  game,  after  we’ve  had  as 
much  discussion  as  we  have  had,  since  early  yes- 
terday morning,  it’s  a little  difficult  — particularly 
if  you  participate  in  this  discussion  on  an  informal 
basis,  as  I have — it’s  a little  bit  difficult  to  come  out 
with  anything  that’s  fresh  and  bright  and  new. 

I’d  like  to  start  by  saying  that  maybe  a year  and  a 
half  or  two  years  ago  I,  and  a lot  of  other  people, 
got  a request  from  Congressman  Rogers  to  set 
forth  what  we  thought  should  be  the  basic  princi- 
ples in  a national  health  insurance  system.  We 
responded  and  chose  that  opportunity  to  make  it 
clear — and  this  is  something  that  I want  to 
stress — that  those  of  us  who  are  in  favor  of  the 
Health  Security  approach  are  opposed  to  more 
and  more  detailed  regulation  in  the  health  care 
economy.  We  see  Health  Security  as  an  alternative 
to  that  kind  of  detailed  regulation. 

Now  I thought  about  that  because  clearly  as  this 
conference  has  developed,  I see  two  things.  On  the 
one  hand,  those  who  came  in  here  prepared  to 
espouse  the  idea  of  consumer  choice  in  market 
competition  as  a wheel  that  was  going  to  move  the 
system  in  desired  directions  all  by  itself,  seemed  to 
be  jumping  at  the  idea  that  they  were  going  to 
have  to  add  a considerable  dollup  of  regulation  to 
their  program  if  it  was  going  to  work  in  the  de- 
sired direction. 

So  when  I started  out  here,  I thought  the  basic 
idea  of  the  Enthoven  plan  was  to  make  the  medical 
insurance  market  competitive,  and  that  was  the 
center  of  the  idea.  I think  now  I see  an  entirely 
different  animal,  and  I’m  not  sure  that  I know 
what  that  animal  is. 

The  idea,  as  I understand  it,  is  that  both  prof- 
it-making and  nonprofit  firms,  including  HMO’s, 
should  be  made  to  compete  to  provide  financing 
for  medical  services  for  consumers.  Now  I thought 
that  was  the  idea.  But  now  I have  the  feeling  that 
there  is  something  else.  There  was  one  speaker 
this  morning,  and  I don’t  remember  who  it  was, 
who  said,  there  would  be  a basic  benefit  package, 
completely  undefined  at  this  point,  that  everybody 
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was  going  to  have  to  provide.  That  begins  to  de- 
tract a little  bit  from  the  idea  that  there’s  this 
completely  open  competition. 

But  anyway,  the  notion  is  that  consumers, 
guided  by  their  own  best  interest,  will  select  the 
benefit  package  which  is  best  suited  to  their  needs. 

I think  one  has  to  assume  they  will  switch  in  droves 
from  getting  their  care  the  way  they  are  now  to 
getting  their  care  in  a way  which  those  who  are 
espousing  this  plan,  and  I agree  with  them  on  this, 
see  as  a more  effective,  more  organized,  system  of 
delivery  of  care.  But  presumably  gradually,  or  at 
the  very  least  over  a period  of  time,  this  will 
gradually  force  insurance  companies  and  the  Blues 
to  restrain  cost  escalation,  assure  quality, 
rationalize  the  health  delivery  system,  etc.,  etc., 
etc. 

I said  yesterday,  but  I won’t  say  it  again  today 
because  I was  stepped  on  very  hard,  that  I thought 
it  was  Adam  Smith  in  the  health  care  field.  And  I 
found  out  that  it  isn’t  Adam  Smith  in  the  health 
care  field  at  all.  It’s  much  more  akin  perhaps  to 
what  people  did  to  Adam  Smith  about  the  late  ’90’s 
and  the  early  1900’s  in  this  country,  and  then  on 
into  the  New  Deal.  That  is,  it’s  Adam  Smith,  with  a 
lot  of  regulation. 

But  I think  it  doesn’t  take  account  of  the  fact 
that  this  mere  factor  of  so-called  competition  and 
consumer  cost  is  not  effective.  I don’t  think  it’s 
effective  anywhere  to  any  appreciable  extent,  but 
it’s  certainly  not  effective  in  the  health  care  field 
for  a reason  that  nobody  has  paid  any  attention  to 
today.  Although  I know  I haven’t  heard  a single 
person  say  it,  today  or  yesterday,  I guess  95  per- 
cent of  the  people  in  this  room  when  they  get  up 
before  Congress  will  say  that  the  health  care  pro- 
viders dominate  the  economic  decisions.  And  so 
the  question  is,  what  can  be  done  to  change  that? 

Now,  as  has  already  been  said,  this  proposal  is 
not  new.  There  are  at  least  two  precedents  in  the 
health  care  field,  that,  as  Jim  Sammons  said,  are 
clearly  versions  of  Medi-credit,  which  was  also  es- 
sentially based  on  a voucher-tax  credit  gimmick. 

And  I didn’t  see  many  of  the  people  in  this  room, 

AMA  supporters  excepted  of  course  and  I’m  sure 


they’re  sincere  in  their  point  of  view,  embrace  the 
Medi-credit  voucher-tax  credit  system  when  the 
AMA  espoused  it.  I’m  a little  bit  surprised  that 
now  that  it  has  a different  coloration  espoused  by 
some  different  people,  that  there  is  this  tendency 
to  embrace  it. 

And  then  there  have  been  all  these  disclaimers 
about  the  Federal  Employee  Health  Benefits  Plan. 
You  know,  it’s  true,  it  doesn’t  embrace  the  entire 
population,  but  seven  to  ten  million  people — that’s 
not  a small  number  of  people  in  this  country.  This 
is  a program  which  has  been  in  operation  for 
fifteen  years.  It  is  a system  where  these  ten  million 
subscribers,  retirees,  and  dependents,  can  choose 
among  the  Blues,  Aetna,  15  employee  organized 
plans  and  20  HMO’s,  both  prepaid  group  practice 
plans  and  IPA’s,  and  it  is  the  acknowledged  pro- 
totype of  the  CCHP. 

Well,  let’s  look  at  the  record.  The  record  is  that 
consumers  have  chosen  the  Blues  and  Aetna  dur- 
ing a long  period  when  they  didn’t  even  pay  lip 
service  to  changes  in  the  system.  Now  they  do  pay 
lip  service  for  the  idea  of  controlling  costs  and 
improving  quality,  and  so  on,  but  at  that  time — 
most  of  this  time — they  weren’t  even  paying  lip 
service  to  these  ideas. 

In  1975,  76.8  percent  chose  the  Blues  and  Aetna 
and  only  7.2  percent  chose  either  IPA’s  or  prepaid 
group  practice. 

Second,  it’s  quite  clear  that  consumers  do  not 
seek  the  cheapest  alternatives.  Under  the  FEP 
Plan,  87  percent  select  the  high  option  plan,  and 
clearly  consumers  are  not  making  the  best  use  of 
their  money  when  they  have  this  choice. 

I think,  incidentally,  that  consumers  under  the 
FEP  are  more  likely  to  make  a stab  at  making  what 
they  consider  a good  use  of  their  money  in  a 
rational  way  than  would  be  true  under  a program 
covering  the  entire  population.  And  I’ll  get  to  that 
in  a moment. 

But  there’s  no  evidence  whatsoever  that  under 
the  FEP  that  consumers  given  this  choice  are 
making  the  best  use  of  their  money,  because  they 
have  no  influence  over  the  providers,  and  they 
have  no  influence  over  the  middlemen  in  this 
situation,  the  carriers.  FEP  has  had  no  influence 
on  cost,  on  quality,  or  on  rationalization  of  the 
delivery  system.  And  this  is  not  surprising,  because 
providers  are  dominant;  because  the  Blues  and 
Aetna  have  been  neither  anxious  nor  able  to  con- 
trol the  providers,  especially  within  the  FEP 
framework;  and  because  consumers  are  in  no 
position  to  exercise  choices  which  would  be  most 
beneficial  for  them. 

Outside  of  the  health  care  field  there’s  been 
reference  made  to  education  vouchers.  This  was 
an  idea  under  the  OEO  program  as  I understand 
it,  and  I don’t  even  know  as  much  of  the  details  as 
the  speaker  yesterday.  It  was  an  idea  for  the  use  of 
public  funds  in  the  form  of  vouchers  to  permit 


parents  to  choose  schools,  public  or  private,  they 
wished  to  have  their  children  attend.  It  was  an 
ill-disguised  device  to  encourage  parents  to  re- 
move their  children  from  public  schools;  it  was  a 
dismal  failure,  and  it  has  not  been  suggested  since 
it  was  originally  proposed. 

There  is  a legitimate  question  as  to  whether 
CCHP  would  disguise  some  goals  that  perhaps 
most  of  us  in  this  room  would  not  be  particularly 
interested  in,  however  well-intentioned  are  those 
who  are  proposing  this  plan. 

At  this  point  I’d  like  to  remind  you  of  what 
labor’s  goals  are  for  health  care. 

We  want  a comprehensive  single  standard  of 
services  available  to  all  with  universal  coverage  and 
access  to  health  care  as  a matter  of  right. 

We  want  incentives  for  reform  of  the  delivery 
system. 

We  want  build-in  quality  control  and  strong  cost 
controls  and  minimum  administrative  overhead 
cost.  I could  not  help  thinking,  when  someone  was 
comparing  the  number  of  administrative  person- 
nel with  doctors  in  national  health  insurance  pro- 
grams abroad,  that  I’d  like  to  compare  the  number 
of  administrative  personnel  in  all  the  insurance 
companies,  in  the  Blues,  in  the  government,  and 
so  on,  and  Medicaid,  in  this  country  is,  with  the 
number  of  doctors.  I think  it  would  be  consid- 
erably greater,  for  example,  than  the  ratio  in 
Canada.  I have  no  doubt  about  that. 

We  would  like  to  see  equitable  and  progressive 
financing,  and  strong  consumer  representation. 

If  I had  time,  and  I don’t,  I would  take  these 
points  one  by  one.  But  this  is  what  I think  every- 
body in  this  room  ought  to  do,  if  you  believe  in 
these  principles,  and  a lot  of  people  in  this  room 
do,  and  see  whether  you  think  they  can  be 
achieved  under  the  CCHP  program  even  with  the 
strong  detailed  regulation,  which  apparently 
would  be  necessary.  I’m  talking  about  the  kind  of 
program  that  has  been  described,  leaving  the 
leverage  to  simply  what  people  decide  to  do  with 
their  money,  and  I’m  by  no  means  clear  how  much 
money  we’re  talking  about. 

I’m  very  much  concerned  that,  in  practice,  the 
CCHP  for  a lot  of  people  would  represent  retrog- 
ression from  what  we  have  now,  and  certainly 
from  what  we  might  expect  in  the  future,  even 
without  national  health  insurance. 

Unless  I misunderstand  it,  for  unions  it  with- 
draws financing  they’ve  been  able  to  achieve 
through  collective  bargaining  and  the  tax  system 
without  replacing  it  with  anything  else.  It  involves 
entire  reliance  on  the  traditional  third  parties  to 
achieve  cost  and  quality  control  under  a com- 
pletely illusory  consumer  pressure. 

I foresee,  for  that  open  period  once  a year,  the 
biggest  deluge  of  concentrated  advertising  this 
country  has  ever  seen.  The  period  between  the 
time  outs  on  the  nationwide  football  games  in  the 


fall,  if  that’s  the  season  we’re  talking  about,  would 
get  shorter  and  shorter,  because  of  the  tremend- 
ous amount  of  money  that  I think  would  go  into 
TV  advertising.  And  I think  what  would  be  adver- 
tised is  the  medical  model  of  the  gas  guzzler. 

There’s  no  reason  to  think  that  the  insurance 
companies,  and  the  Blues,  and  so  on  would  advertise 
about  how  nice  it  would  be  if  everybody  joined 
HMO’s,  or  health  care  alliances,  and  so  on.  Instead 
the  advertising  would  highlight,  for  example,  the 
kind  of  plan  in  which,  no  matter  what  the  deducti- 
bles or  co-insurance,  everybody  could,  if  they 
wanted  to,  be  covered  for  private  instead  of  semi- 
private hospitalization.  That’s  the  kind  of  thing 
that  the  advertising  would  concentrate  on.  Just  as 
advertising  in  every  other  field  concentrates  on 
what  appears  to  be  attractive.  And  I think  that  this 
is  what  one  can  expect  rather  than  the  very  objec- 
tive, analytical,  and  so  on,  kind  of  informational 
campaign  that  I’m  sure  very  well-intentioned  pro- 
ponents of  this  plan  think  that  they  would  see. 

And  finally,  I think  that  there’s  no  reason  to 
think  that  under  this  plan  there  would  not  be 
continued  fragmentation  of  financing,  and  there- 
fore lack  of  control.  As  it  is  today,  there’s  nothing 
in  this  plan  which  would  change  this  unless  it 
would  provide  a basic  benefit  package  of  let’s  say 
the  same  percentage  of  personal  health  care  costs 
as  the  Health  Security  Bill,  about  70  percent — and 
then  I don’t  see  the  difference  between  tax  expen- 
ditures of  that  magnitude,  and  the  way  of  financ- 
ing the  health  security  program. 

In  conclusion,  I would  like  to  talk  for  just  a 
moment  about  where  we  are  in  all  of  this,  because 
a number  of  people  have  referred  to  this  and  I 
think  it’s  very  important. 

On  the  one  hand,  I find  myself  in  considerable 
but  reluctant  agreement  with  what  Scott  Fleming 
has  said.  There’s  no  question  about  the  fact  that 
we  could  very  well  find  ourselves  in  a situation,  if 
we  permit  this  to  happen  or  even  if  we  put  up  a 
good  fight  and  lose,  that  National  Health  Insur- 


ance, once  again,  becomes  the  idea  whose  time  has 
passed. 

On  the  other  hand,  and  let  me  add  to  that — that 
even  it  that’s  not  true,  I don’t  expect,  in  this 
session  of  the  Congress,  fundamental  decisions  to 
be  made.  I think  there  is  a chance,  but  certainly  no 
more  than  that,  that  in  the  final  two  years  of  the 
first  Carter  Administration,  there  will  be  enact- 
ment of  some  kind  of  a National  Health  Insurance 
program.  That  is  true.  But  on  the  other  hand,  I 
also  think  it’s  true  that  the  administration  and  the 
President  are  rushing,  literally  rushing,  to  make 
important  decisions  about  what  their  National 
Health  Insurance  proposal  will  be.  And  to  my  way 
of  thinking,  those  decisions  will  be  the  bottom  line.  -\-\j 
To  my  way  of  thinking — and  I’m  not  going  to  spell 
this  out — I think  you’ve  got  to  recognize  that  that’s 
the  bottom  line.  You  don’t  go  up  from  that  point 
and  it’s  all  very  much  down  from  that  there. 

And  therefore,  we  can’t  really  afford  the  luxury 
at  this  point,  it  seems  to  me,  of  the  people  who 
support  those  general  objectives  getting  into 
esoteric — and  I think  they  are  esoteric — arguments 
of  the  kind  that  we’ve  been  having  in  this  room  for 
the  past  two  days. 

Now  that  may  be  very  unfortunate.  You  know, 
in  the  real  world  it  would  be  better  if  we  didn’t 
have  that  kind  of  a situation,  but  I think  that’s  the 
kind  of  a situation  that  we  do  have.  And  I think 
that  we  ought  to  try  now  to  organize  our  forces  so 
that  we  are  able  to  bring  some  effective  pressures 
on  the  decisions  that  are  being  made.  Whether 
those  decisions  are  going  to  be  made  in  the  Health 
Security  framework,  or  the  CCHP  framework,  or 
some  other  framework,  this  is  in  one  sense  an 
opportunity  that  we’re  not  going  to  have  again. 

That  is  not  to  say  that  there  aren’t  going  to  be  a lot 
of  decisions  that  we’re  going  to  have  to  confront 
after  this  basic  decision  is  made.  But  this  basic 
decision  is  the  bottom  line,  and  we’d  better  pay  a 
lot  of  attention  to  how  that  decision  is  made,  and 
what  it  consists  of. 


An  industry  perspective 

Jack  Shelton 
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Well,  I don’t  have  a story  to  start  my  presenta- 
tion with,  but  I do  have  some  good  news  and  some 
bad  news. 

The  good  news  is  that  because  of  the  lateness  of 
the  hour,  and  the  quality  of  the  speakers  before 
me,  I have  shortened  my  speech.  The  bad  news  is 
that  I’ve  rewritten  it  so  many  times,  it’s  going  to 
take  me  longer  to  read  it. 

The  consumer  choice  health  plan  proposal  does 
demonstrate  an  understanding  of  the  major  causes 
of  inefficiency  in  the  present  health  care  delivery 
system,  including  the  provider  dominance  of  the 
delivery  decision  process,  third  party  influence  on 
demand  and  provider  incentives,  excess  re- 
sources— both  manpower  and  facilities,  cost-plus 
reimbursement  of  institutions,  and  fee-for-service 
incentives  which  tend  to  increase  utilization.  The 
plan  obviously  reflects  considerable  work  by  Alain 
Enthoven  and  his  staff,  and  includes  many  excel- 
lent suggestions  which  could  be  enacted  independ- 
ent of  CCHP,  including  the  correction  of  the 
anti-HMO  bias  in  the  policies  of  Federal  and  state 
governments. 

CCHP  assumes  that  financial  incentives  through 
tax  credits  will  motivate  individuals  to  become 
more  cost-conscious  consumers  of  health  care,  and 
that  providers  will  change  their  delivery  style  to 
accommodate  these  consumer  pressures  out  of 
concern  for  their  income  or  to  be  participants  in 
the  new  health  care  delivery  system. 

Further,  CCHP  seems  to  rely  on  HMO’s  as  the 
delivery  mechanism  which  will  accomplish  these 
objectives. 

These  are  worthwhile  objectives  and  I support 
them.  However,  I believe  CCHP  as  it  presently 
stands  is  not  practical.  If  it  is  to  survive,  it  must  be 
reworked  to  reflect  the  realities  of  the  health  care 
system  and  the  political  system. 

In  my  reaction  today  I’ll  deal  briefly  with  these 
areas  and  conclude  with  suggestions  that  I believe 
should  be  given  further  attention. 

I don’t  think  we  can  expect  that  the  modest 
financial  incentives  provided  under  CCHP  will  be 
sufficient  to  induce  large  numbers  of  consumers  to 
join  prepaid  group  practice  plans.  People  with 
established  physician  relationships  are  reluctant  to 


change.  This  fact  is  confirmed  by  Ford’s  experi- 
ence with  HMO’s. 

Ford’s  initial  involvement  with  prepaid  group 
practice  plans  or  HMO’s  began  in  1953.  The  com- 
pany now  offers  12  HMO  options  for  its  employ- 
ees, and  we  are  presently  reviewing  requests  from 
35  additional  HMO-type  plans. 

Ford  is  committed  to  the  HMO  concept  and  the 
implementation  of  plans  where  viable  plans  exist. 
As  Scott  Fleming  mentioned,  we  have  entered  into 
a feasibility  study  with  Kaiser-Permanente  advisory 
services  in  the  Detroit  area  to  determine  if  we 
should  participate  in  the  development  and 
launching  of  a new  community  HMO  in  Detroit. 

Despite  increased  activity  by  the  company  and 
the  UAW  to  increase  HMO  enrollments,  only  five 
percent  of  the  company’s  eligible  employees  have 
elected  HMO  coverage. 

Ten  years  ago.  Ford  had  slightly  over  six  per- 
cent of  its  eligible  employees  participating.  The 
HMO  concept  is  not  well  understood  by  employees 
and  our  experience  suggests  that  the  following 
factors  may  be  more  important  to  employee  par- 
ticipation than  a modest  financial  incentive. 

First  is  the  availability  and  type  of  facility.  The 
facilities  must  be  modern  and  convenient  and  lo- 
cated in  areas  that  are  acceptable  to  the  employees 
and  their  dependents. 

The  second  is  comprehensive  care.  The  key 
selling  point  of  an  HMO  program  is  the  offering 
of  a more  comprehensive  benefit  package  than  is 
available  through  the  traditional  fee-for-service 
program. 

And  the  third  is  the  HMO’s  attitude  towards  its 
members.  I believe  that  the  attitude  that  HMO 
personnel  take  towards  the  members  is  one  of  the 
most  important  factors  for  keeping  these  mem- 
bers. A cheerful,  interested  attitude  on  the  part  of 
the  receptionist  or  nurse,  and  the  ability  of  the 
individuals  to  relate  to  the  doctor  is  key  to  how  the 
plan  is  received  by  employees  and  their  depend- 
ents. 

In  your  deliberations  on  CCHP,  I would  like  to 
have  you  consider  the  following  four  points: 

First,  CCHP  assumes  health  care  providers  are 
sufficiently  profit-motivated  so  that  they  will  be 


I willing  to  make  radical  changes  in  their  health  care 
I delivery  style  to  meet  the  benefit  needs  of  the 
cost-conscious  consumers.  This  assumption  should 
be  evaluated  in  light  of  the  following  observations, 
i Physicians  tend  to  be  very  individualistic  and  the 

{ extent  to  which  they  will  alter  their  health  care 
delivery  style,  is  questionable. 

Physicians  are  not  trained,  nor  generally  in- 
clined, to  be  competitive  in  a business  sense,  and 
have  demonstrated  general  resistance  to  group 
practice  or  to  control  by  outside  agencies.  We 
presently  have  an  example  of  this  in  Michigan, 
where  the  Michigan  Blue  Cross/Blue  Shield  pro- 
I gram  has  attempted  to  encourage  physicians  to 
participate  in  their  program  by  offering  financial 
j incentives.  The  physicians  are  objecting  on  a 

J|  philosophical  basis  saying  that  financial  incentives 

I today,  controls  tomorrow. 

i|  Second,  it  is  not  clear  to  me  that  new  innovative 

j cost  containment  programs  will  spring  up  to  meet 
the  needs  of  the  cost-conscious  consumers  when 
l|  they  have  not  sprung  up  to  meet  the  needs  of  the 
i increasingly  cost-conscious  industries  and  un- 
! ions — particularly,  with  the  tremendous  pressures 

that  are  now  being  exerted  by  business  and  labor 
j on  the  health  issue. 

i Third,  I feel  the  legislative  experience  of  HMO’s 

could  be  repeated  in  the  development  of  regula- 
I tions  under  CCHP,  resulting  in  many  costly  bur- 

!l  dens  being  placed  on  qualified  plans  in  the  form 

'I  of  benefit  requirements  and  regulations, 

j And  fourth,  CCHP  fails  to  address  many  of  the 

serious  problems  of  the  health  care  system,  such 
' as: 

a.  Over-capacity  of  the  medical  care  system:  I 

I do  not  believe  that  the  forces  of  the  market 

||  will  be  successful  in  restricting  the  number  of 

I facilities,  nor  does  CCHP  include  any  provi- 

sion for  the  removal  of  excess  capacity.  In 
fact,  market  forces  contributed  significantly 

' to  California’s  scanner  problem.  California, 

with  10  percent  of  the  nation’s  population, 
has  20  percent  of  the  scanners. 

b.  Resource  distribution:  It’s  unclear  to  me  how 

; CCHP  will  deal  with  the  maldistribution  of 

I resources  in  metropolitan  and  rural  areas. 

' c.  Over-utilization  of  services:  Unless  there  is  a 

significant  increase  in  the  enrollment  of 
f HMO’s  under  CCHP’s,  the  problem  of  excess 

utilization  would  remain, 
d.  Over-expectation:  The  average  American  has 
developed  high  expectations  of  what  the 
health  care  system  can  and  should  accom- 
plish. CCHP  would  do  little  to  provide  in- 
centives for  people  to  change  their  lifestyle 
rather  than  relying  on  medical  care. 

Finally,  I would  like  to  briefly  mention  three 
areas  that  CCHP  developers  should  be  concerned 
with  in  their  continued  efforts  to  develop  their 
program. 

„ First,  service  benefits  and  labor’s  concern:  A 

i 


major  hurdle  to  implementation  of  CCHP  would 
be  resistance  to  a reduction  in  benefits  by  or- 
ganized labor.  Fhe  Ford  agreement  with  UAW 
requires  the  provision  of  a comprehensive  package 
of  benefits,  generally  at  no  cost  to  tbe  employee. 
Tbe  agreement  also  requires  tbe  company  to 
maintain  the  present  benefit  level  under  any  form 
of  national  health  insurance  at  no  cost  to  the  em- 
ployee. In  order  for  the  CCHP  to  be  effective  for 
auto  workers,  the  UAW  would  have  to  agree  to 
employee  cost  sharing.  As  Ford  learned  during  the 
1976  negotiations,  this  approach  is  not  acceptable 
to  the  UAW.  The  Union  strongly  opposed  shifting 
cost  from  the  corporation  to  the  employee. 

Second,  comprehensive  benefits  and  the  concern 
of  Medicaid  and  public  program  beneficiaries: 
Parallel  to  labor’s  concern,  it  is  clear  that  there 
would  be  strong  resistance  to  the  enactment  of 
CCHP  if  it  results  in  a reduction  in  benefits  under 
public  programs.  This  will  make  it  extremely  dif- 
ficult to  phase  in  CCHP  beginning  with  a 
minimum  benefit  package.  Also,  since  tbe 
Medicaid  package  is  based  on  actuarial  costs,  it 
may  not  be  politically  feasible  for  the  actuarial  cost 
to  increase  at  a rate  less  than  the  medical  cost 
index. 

And  finally,  employer  and  labor  interest  in 
medical  care  cost  containment:  During  our  1976 
negotiations  with  the  UAW,  Ford  and  the  union 
negotiated  several  cost  containment  activities  and 
pilot  projects,  such  as  second  opinion  consultation 
prior  to  surgery,  concurrent  utilization  review, 
pre-admission  testing,  model  treatment  screening, 
and  so  forth.  Under  CCHP,  depending  upon  the 
tax  credit  level,  there  could  be  little  incentive  to 
continue  these  programs. 

It  has  been  Ford’s  experience  that  the  root 
causes  of  inefficiency  and  excess  cost  of  the  U.S. 
health  care  system  are  very  entrenched,  compli- 
cated and  involve  a number  of  special  interest 
groups.  The  company  approach  to  health  care  cost 
containment  relies  on  the  identification  of  specific 
major  problems  and  the  development  of  corrective 
efforts  with  representatives  of  the  public  and  pri- 
vate sector. 

For  example,  in  Michigan,  a cost  containment 
coalition  has  been  formed,  composed  of  repre- 
sentatives from  labor,  business,  insurance,  and  the 
state  legislature  and  executive  office.  This  coali- 
tion, working  with  the  Michigan  Hospital  Associa- 
tion, has  designed  legislation  which  requires  the 
development  of  plans  for  the  elimination  of  excess 
hospital  beds  over  a five-year  period.  This  legisla- 
tive effort  demonstrates  how  the  public  and  pri- 
vate sector  can  work  together  to  design  effective 
solutions  to  health  care  problems. 

Because  the  problems  of  the  system  are  so  well 
entrenched,  and  involve  such  strong  special  inter- 
est groups,  we  must  be  sure  that  any  National 
Health  Insurance  program  reinforces  this 
business/labor,  government  coalition. 


Open  discussion 


WILLIAM  ROY:  I’m  going  to  turn  this  over  to 
Ernie  Saward  who’s  going  to  moderate  a panel  of 
this  morning’s  speakers,  plus,  of  course,  an  op- 
portunity for  all  the  participants  who  are  here  to 
ask  questions. 

I want  to  do  a couple  of  things.  I want  to  thank 
all  of  you  for  coming.  I haven’t  found  that  this  has 
been  a rally  for  any  one  point  of  view.  I think 
everyone  who  is  here  has  participated,  and  I think 
you’ve  participated  objectively,  openly,  and 
frankly — and  for  that.  I’m  very  pleased. 

I do  want  to  particularly  thank  Alain,  of  course, 
because  of  the  work  that  he  did  which  has  stimu- 
lated this  discussion  a great  deal. 

And  finally,  of  course  I’m  appreciative  to  the 
National  Center  for  Health  Services  Research  for 
the  opportunity  to  go  forward  with  this  conference 
and  to  have  you  here. 

So  thanks  for  coming,  and  thank  you  for  your 
participation,  and,  Ernie,  it’s  all  yours,  and  those 
who  participated  this  morning. 

ERNEST  SAWARD:  My  role  is  not  to  comment 
on  the  CCHP  Program.  My  role  is  to  comment  on 
the  commentators  on  the  CCHP  Program. 

I would  have  to  say  that  I come  from  a peculiar 
place  geographically.  It  happens  that  I’m  70  miles 
in  a direct  line  from  Toronto,  and  when  people 
from  my  area  in  the  midwest — and  it  is  that — want 
to  go  to  the  city,  they  surely  don’t  go  to  New  York, 
they  go  to  Toronto.  I won’t  explain  why,  but  I 
think  many  of  you  can  guess. 

Having  that  familiarity  with  a neighbor  so  close, 
it’s  interesting  to  see  that  my  friends  in  Toronto 
who  are  in  health  care  activities  regard  us  as  some 
sort  of  fools  for  not  going  on  and  doing  something 
about  National  Health  Insurance.  And  yet  you  get 
the  ambience  out  of  a meeting  like  this,  and  par- 
ticularly after  Jim  Sammons  spoke,  that  they  must 
be  some  kind  of  fools.  That’s  a very  interesting 
kind  of  paradox  to  resolve.  The  Canadians  did 
something — somehow  or  other  they  like  it — I could 
tick,  off  the  things  they  did  wrong — but  we  do  not 
act  because  I don’t  believe  this  group  here,  as  well 
informed  as  it  is,  can  come  to  agreement  on  what 


to  act  on.  We  had  the  meeting  here  yesterday  and 
today  divided  into  two  very  different  phases.  After 
the  explanations  of  the  CCHP  program,  an  elegant 
elucidation  of  the  competitive  model  followed; 
then  essentially  a largely  theoretical  set  of  objec- 
tions that  whatever  this  was,  it  wasn’t  perfection, 
and  that  it — without  being  in  any  sense  derogatory 
about  it — it  didn’t  really  do  much  for  “McCook, 
Nebraska,”  and  it  didn’t  do  very  much  for 
“employment  in  the  Bronx.” 

The  counsel  of  perfection,  as  was  said  yesterday, 
is  quite  inhibiting  to  what  the  values  are  that  it 
might  do.  We  had  several  people  put  forward 
criteria,  frankly  of  an  idealistic  sort,  but  I think 
somehow  or  other  we  all  know  this  has  to  go  the 
Congress  of  the  United  States. 

At  the  end  of  the  day  yesterday  we  had  from 
Stan  Jones  a remarkable  reductionist  feat,  and 
very  great  clarification  of  some  of  the  implications 
of  what  we  had  been  talking  about  during  the  day, 
and  today  we’ve  had  a very  different  approach,  a 
much  more  pragmatic  approach  that  contrasts 
sharply  with  what  transpired  yesterday,  and  thus 
we  have  dispelled  some  of  the  things  that  we 
talked  about  yesterday.  As  a result  of  this,  what  I’d 
really  like  to  do  in  the  next  half  hour,  but  cannot 
do,  is  to  give  you  all  an  elaborate  true  and  false 
quiz  on  what  you  really  think  this  program  is 
about,  because  I see  out  of  the  day  and  a half 
review  of  it  that  there  is  a high  degree  of  uncer- 
tainty in  different  people’s  minds  as  to  what  CCHP 
will  and  will  not  do,  and  what  it’s  about. 

I don’t  think  this  has  to  do  with  ideology;  there 
is  real  uncertainty,  not  only  as  to  what  it  is,  but 
even  greater  uncertainty  is  in  what  the  implica- 
trons  are,  quite  apart  from  any  differences  in 
ideology. 

With  that  degree  of  uncertainty  that  exists  in 
your  minds,  and  you  have  certainly  displayed  it 
repeatedly,  there  does  indeed  have  to  be  more 
information  transfer  and  explication,  and  simplifi- 
cation, if  it  can  be  done,  of  what  appears  to  be  a 
very  complex  program,  both  in  its  content,  and  in 
its  implications  as  to  what  would  happen  under 
this  proposal.  It  appears  to  be  extraordinarily 


complex  administratively.  We  have  had  grave  dif- 
ficulty, from  the  consumer  standpoint  at  least,  in 
having  the  public  understand  Medicare,  and  at  a 
certain  stage  of  chronicity  to  Medicaid  which  they 
accept  in  my  experience,  in  a rather  sullen  man- 
ner, and  all  that  it  implies.  If  that  program  has 
been  difficult  to  explain,  CCHP  seems  several  or- 
ders of  magnitude  greater. 

In  other  words,  for  this  program  to  be  a real 
choice,  the  manner  of  conveying  the  information 
about  it  has  got  to  be  put  forward  in  a much 
stronger  way  than  it  is. 

I will  make  just  one  other  comment  about 
CCHP.  If  a realistic  time  frame  were  put  forward 
for  this  program  to  be  enacted,  and  then  for  the 
market  to  begin  to  exert  the  effect,  a period  of 
time  would  have  passed,  that  is  at  least  as  long  as 
from  the  time  of  the  passage  of  Medicare  and 
Medicaid  to  the  present,  for  the  market  forces  to 
begin  to  be  meaningful.  When  you  understand 
that  we  have  something  underway  in  this  country 
that  is  not  easily  constrained,  as  you  all  see,  in  the 
way  of  costs;  the  number  of  changes  that  will  occur 
before  the  market  forces  come  into  play  will  be  too 
tempting,  even  if  this  proposal  were  passed,  for 
the  Congress  and  regulators  not  to  intervene.  The 
consequences  over  that  time  span  would  be  so 
tempting  to  intervene  that  it  would  be  problematic 
that  the  interventions  that  would  take  place  in  that 
period  of  time  would  not  have  significantly  altered 
what  the  intentions  were. 

We  have  a very  diverse  country;  I believe  it’s  one 
of  our  strengths;  and  our  goals  and  priorities  are 
different  in  the  different  areas  of  the  country; 
hence  the  ability  of  the  marketplace  to  function 
differently  in  the  different  areas  of  our  country  is 
profound. 

DAN  PETTENGILL:  As  everyone  else  has  said. 
I’m  speaking  as  an  individual. 

Eirst,  to  shed  a little  light  on  the  Eederal  Em- 
ployees Health  Benefits  program,  I think  you 
should  appreciate  that  at  the  time  it  was  adopted 
the  Eederal  government  was  not  contributing 
anything  to  health  care  insurance,  but  it  did  per- 
mit plans  to  pass  the  hat  on  paydays  to  collect 
premiums,  and  I have  to  have  my  hat  off  to  my 
Blue  Cross  competitors.  They  were  much  more 
willing  to  come  in  and  pass  the  hat  on  paydays 
than  we  were,  so  they  had  approximately  half  of 
the  Eederal  employees  already  insured  on  an 
employee-pay-all  basis. 

When  the  choice  of  plans  was  made  in  July, 
1960,  naturally  most  of  the  employees  who  had 
been  contributing  every  payday  were  very  happy 
to  take  the  50  percent  government  contribution 
and  stay  with  the  same  plan.  It  was  the  other  half 
of  the  Eederal  employees  who  basically  exercised  a 
choice  and  that  frankly  resulted  in  the  fact  that  the 
service  benefit  plan  started  off  with  a major  share 
of  the  enrollment. 


Another  very  important  factor  which  would 
apply  in  any  case,  even  if  you  didn’t  have  that 
particular  bias,  is  the  fact  that  the  typical  employee 
perfers  first  dollar  coverage  to  comprehensive 
coverage  with  a front-end  deductibles  and  copay- 
ments. 

Whenever  a comprehensive  plan  is  competing 
against  a rich,  first  dollar  basic  plan  plus  supple- 
mental major  medical,  and  you  give  the  choice  to 
the  employee,  I know  exactly  how  the  vote  will  go. 

If  you  want  further  evidence  of  this,  consider  an 
HMO  competing  against  a combined  medical- 
dental  plan.  My  company  is  very  sympathetic  to 
the  HMO  movement.  I regret  to  say  that  we  are 
not  actually  building  HMO’s,  for  the  simple  reason  -)21 
that  we  started  to  do  so  slightly  before  the  H.MO 
Act  was  enacted;  then  it  was  enacted  and  that 
killed  our  enthusiasm  very  fast. 

But  the  point  that  I want  to  make  is  this.  .My 
company’s  own  plan  for  its  own  employees  in- 
cludes a dental  benefit  as  well  as  comprehensive 
medical  benefits.  Time  and  again  a new  qualified 
HMO,  which  we  would  like  to  encourage  our  em- 
ployees to  choose,  comes  to  us,  looks  at  our  dental 
benefit,  and  because  the  HMO  is  not  going  to  have 
a dental  benefit,  it  says,  “we’ll  be  back  later  after 
we’ve  built  up  our  enrollment,  but  we  don’t  want 
to  take  you  on  as  an  initial  target.” 

So,  it’s  the  old  story.  HMO’s  are  well  aware  of 
the  fact  that  that  dental  benefit,  which  they  don’t 
have,  would  be  a very  serious  obstacle  in  the  dual 
choice.  This  is  the  point  to  bear  in  mind. 

Another  important  point  is  that  most  people  are 
willing  to  spend  more  money  in  order  to  have  vir- 
tually full  coverage.  Under  the  Eederal  Employees 
program,  virtually  every  one  of  the  low  option 
plans — I don’t  care  who  the  carrier  is — when 
added  to  Medicare  Part  A and  Part  B,  provides 
almost  100  percent  coverage  for  a very  wide  range 
of  expenses.  By  common  sense,  any  Federal  em- 
ployee reaching  65  should,  in  addition  to  enrolling 
for  Part  B,  enroll  in  the  low  option  of  the  plan  of 
his  choice.  Yet  most  retiring  Federal  employees 
stay  in  the  high  option  where  they  were,  and  this 
in  spite  of  the  fact  that  the  Civil  Service  Commis- 
sion encourages  them  to  switch  to  the  low  option. 

These  are  a few  of  the  problems  with  free 
choice.  Now  let’s  look  at  the  Enthoven  proposal. 

I do  feel  that  the  proposed  annual  open  enroll- 
ment season  for  the  entire  nation  would  be  a 
monstrous  expense  that  is  not  worth  having.  I feel 
that  the  choice  that  is  necessary  in  order  to  permit 
people  to  shift  from  one  system  to  the  other 
(which  is  something  I do  believe  in)  could  be  better 
accomplished  by  allowing  a family  unit  to  change, 
not  only  when  it  moves  out  of  the  area  served  by 
the  HMO — that’s  always  going  to  have  to  be  a sine 
qua  non-but  also  in  the  months  during  which  the 
enrollee’s  even  birthdays  occur.  This  way  you 
would  split  the  administrative  burden  of  the  open 
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enrollment  evenly  throughout  a two-year  period 
and  not  have  an  even  more  fantastic  crunch  than 
occurs  now  under  the  Federal  Employees  annual 
open  season.  If  you  don’t  like  once  every  two 
years,  you  can  do  something  else.  The  point  is  you 
ought  to  spread  out  the  enrollment  changes  and 
not  have  a single  crunch  once  a year. 

Next,  there  is  a limit.  Lord  knows  what  it  is,  but 
a finite  limit  on  how  many  plans  of  choice  there 
ought  to  be.  I get  surfeit  if  I have  too  many.  My 
personal  feeling  is  that,  in  deference  to  the  present 
political  scene  in  America,  I would  have  an  inde- 
mnity benefit  plan.  I would  have  a service  benefit 
plan,  I would  have  a prepaid  group  practice  plan, 
I would  have  an  independent  practice 
association-type  plan,  and,  if  Paul  Ellwood’s  health 
care  alliance  really  is  different  from  those  two,  all 
right,  you  can  have  that  one  as  a fifth  one. 

Then  I would  simply  say  that  if  50  employees,  or 
10  percent  of  the  employees,  whichever  is  greater, 
request  some  other  plan,  then  that  plan  too  must 
be  one  that  the  employer  would  make  available. 
This  would  get  you  down  to  a series  of  choices 
which  really  could  be  intelligently  explained  to  the 
employees  and  hopefully  they  would  do  something 
about  it. 

One  final  point.  I’m  not  sure  under  Alain’s  pro- 
posal whether  there  is  some  absolute  minimum 
benefits  which  would  be  included.  I feel  very 
strongly  that  there  should  be  a minimum  benefit 
package.  Now  I could  conceive  of  its  being  made 
up  of  a certain  number  of  mandated  benefits 
where  we  are  absolutely  sure  they  are  appropriate 
for  everybody,  plus  a choice  of  X out  of  X plus  K 
specified  options  which  you  would  include  to  make 
your  minimum  plan.  This  assumes  that  you  don’t 
want  to  have  a minimum  plan  that  is  rich  enough 
but  too  rigid.  The  options  not  chosen  for  inclusion 
in  the  minimum  plan  and  any  other  desired  bene- 
fit should  be  available  for  the  plus  plans  that  some 
people  will  want  to  purchase.  If  you  did  that,  I 
think  you  could  probably  explain  the  benefits  rea- 
sonably well. 

ALAIN  ENTHOVEN:  I must  say  I’m  impressed 
by  the  number  of  people  who  say  that  Federal 
employees  are  unable  to  make  rational  choices 
among  their  health  plans.  I’ve  been  meditating  on 
that  more  and  more  and  wonder  about  the  impli- 
cations of  turning  the  whole  health  industry — 
management,  regulation,  and  everything  else — 
over  to  a group  of  people  who  are  incapable  even 
of  selecting  their  own  individual  health  plan. 

Personally,  I’m  much  less  willing  to  ascribe  in- 
competence and  irrationality  to  these  people.  I 
think  that  many  of  the  theories  of  why  Federal 
employees  make  irrational  choices  are  inaccurate. 
Without  delving  into  the  mysteries  of  economic 
theory,  I think  that  there  are  plenty  of  reasons 
why  it’s  wise  for  some  Federal  employees  to  choose 
the  high  option  plan,  as  many  of  them  do.  It  has  to 


do  with  the  criterion  of  minimizing  regret  and 
uncertainty  rather  than  maximizing  the  financial 
expected  value  of  what  you  get  out  of  it. 

I think  that  the  experience  of  the  Federal  Em- 
ployees Health  Benefits  Plan  has  been,  among 
other  things,  a success,  in  terms  of  its  simpli- 
city— the  administrative  costs  are  not  large;  they’re 
on  the  order  of  one  quarter  of  one  percent.  It  has 
not  required  successive  rounds  of  perfecting 
legislation;  it’s  worked  pretty  much  from  the  out- 
set from  the  way  it  was  set  up.  It  has  offered  a 
multiplicity  of  choices. 

Contrary  to  what  Bert  Seidman  said,  I think  it 
has  been  effective  in  opening  up  the  market  to 
HMO’s.  The  problem  is,  of  course,  while  many 
HMO’s  do  participate  in  the  FEHBP,  there  are 
many  parts  of  the  country  where  there  isn’t  an 
HMO.  But  at  least  where  I live  it’s  been  extraordi- 
narily beneficial  for  HMO’s,  and  about  40  percent 
of  the  Federal  employees  in  Northern  California 
are  members  of  Kaiser,  not  to  mention  other  or- 
ganized systems. 

When  you  say  it’s  complex  administratively, 
Ernie,  I guess  I really  don’t  see  that.  I think  we  are 
suffering  here  from  the  fact  that  it’s  a somewhat 
unfamiliar  idea  to  many  people.  But  I think  that 
for  the  government  to  make  one  time  or  periodic 
determinations  of  capitation  payment,  is  much 
much  simpler  administratively  than  for  the  gov- 
ernment to  process  more  than  a billion  claims  a 
year,  and  to  attempt  to  ascertain  somehow  whether 
those  claims  are  valid,  whether  the  services  were 
given,  whether  the  services  were  necessary,  effec- 
tive, and  so  forth. 

I think  part  of  the  problem  here  is  that  when 
you  look  at  any  National  Health  Insurance  pro- 
posal, whether  it’s  Health  Security  or  whatever, 
you  would  find  that  the  complexities  get  to  be 
enormous  because  it  is  a very  complex  thing. 

But  I do  believe,  after  reflecting  on  this  for  a 
long  time — and  I’ve  had  a lot  of  experience  ad- 
ministering large  organizations — I think  that  this  is 
a considerably  simpler  approach  than  the  others. 
And  the  Federal  employees  plan  has  been  com- 
paratively simple. 

With  respect  to  regulation,  and  the  complexity 
of  regulation,  I tried  yesterday  to  make  a distinc- 
tion between  what  you  might  call  procompetitive 
regulation,  in  which  you  try  to  set  the  financial 
incentives  more  or  less  in  the  right  direction,  and 
then  correct  the  remaining  inappropriate  incen- 
tives by  regulation,  versus  a regulatory  system  in 
which  the  regulations  fly  directly  in  the  face  of  the 
incentives.  I think  that  in  today’s  health  care  econ- 
omy we  are  getting  into  regulation  of  increasing 
complexity  because  all  of  the  incentives  are  pres- 
sing in  the  direction  of  higher  and  higher  costs 
and  then  we  try  to  restrain  that  with  a bunch  of 
rules,  and  the  motivation  for  hospitals  and  other 
providers — as  Alex  McMahon  said — to  try  to  de- 
feat those  rules  is  just  too  powerful. 
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On  the  other  hand,  if  you  can  change  the  finan- 
cial incentives  so  that  the  incentives  motivate 
people  to  do  more  or  less  the  right  thing,  and  then 
to  the  extent  that  you  can’t  get  the  financial  incen- 
tives right,  try  to  correct  that  by  regulation,  that 
tends  to  be  a lot  simpler  thing.  The  Securities  and 
Exchange  Commission’s  regulation  is  an  example 
of  that. 

Finally,  with  respect  to  whether  this  is  just  a 
warmed  over  Medicredit,  I think  that  there  is  a 
very  important  and  fundamental  difference,  which 
is  the  pro-competitive  regulatory  framework. 
Medicredit  was  hatched  at  a time  when  the  whole 
focus  on  health  financing  was  still  a matter  of 
making  sure  everybody  gets  covered,  which  is  one 
admirable  goal,  but  only  half  the  story.  The  other 
half  of  the  story  is  that  we  have  to  look  at  the 
impact  of  the  health  financing  system  on  the  shape 
of  the  delivery  system.  We’re  now  all  aware  of  that 
and  recognize  that  it’s  important  to  have  a finan- 
cing system  that  shapes  the  delivery  system.  Medi- 
credit did  not  have  the  pro-competitive  regulatory 
framework  that  would  try  hard,  as  Stan  said  yes- 
terday, through  a domino  effect,  to  make  the  pro- 
vider systems  compete  in  the  cost  and  quality  of 
comprehensive  services. 

ERNEST  SAWARD;  Alain,  would  you  like  to 
respond  to  Dan’s  question  about  the  basic  benefits? 

ALAIN  ENTHOVEN:  Oh,  I do  think  that— and 
I did  have  this  in  my  proposal — every  plan  would 
have  to  offer  a basic  benefit  package. 

Under  Bert’s  questioning  last  night,  I said  I 
thought  that  Kennedy-Mills  was  probably  a good 
place  to  start.  Of  course  I deliberately  avoid  taking 
that  on  because  I don’t  want  to  get  the  whole  thing 
confused  in  battles  with  the  mental  health  lobbies 
and  a hundred  other  special  interest  groups  that 
want  to  have  their  particular  benefit  included  in 
the  National  Health  Insurance  scheme. 

I think  that  it’s  necessary  that  there  be  a basic 
package  of  benefits,  which  I referred  to  in  the 
proposal,  agreed  upon  through  the  political  pro- 
cess, and  I would  hope  that  it  would  be  a fairly 
lean  cost-effective  package  of  essentials  in  order 
that  we  could  have  a cost  that  would  be  something 
we  could  get  enacted. 

I think  one  of  the  best  ways  to  kill  National 
Health  Insurance  is  to  kill  it  with  kindness  by 
including  so  many  benefits  that  it  becomes  so  ex- 
pensive that  we  say  we  can’t  afford  it,  and  we  don’t 
do  it. 

BERT  SEIDMAN:  I just  wanted  to  comment  on 
this  question  of  regulation,  and  then  pose  an  al- 
ternative. 

I understand  the  point  that  Alain  is  making. 
That  is  if  he  can  control  the  way  in  which  this 
happens  that  he  will  have  the  kind  of  regulation 
that  encourages  competition,  the  competition  will 


quickly  be  changing  the  system,  and  so  everybody 
will  be  satisfied  and  we’ll  rely  on  the  kind  of 
regulation  which  enhances  competition,  and  the 
competition  changes  the  system  and  nobody  will  be 
proposing  anything  else. 

But  I don’t  think  that’s  what’s  going  to  happen 
in  the  real  world.  In  the  real  world  you’re  going  to 
be  faced  with  the  problem  that  Ernie  posed,  and 
that  is  that  there  is  no  likelihood  that  this  is  going 
to  be  able  to  move  things  very  rapidly  so  that 
people  will  be  satisfied  with  just  that  kind  of  regu- 
lation, and  instead,  they’ll  immediately  start  look- 
ing around  for  all  the  other  kinds  of  regulation: 
The  kind  of  regulation  we  have  not  carried  out  to 
the  n-th  power. 

There’s  only  one  alternative  to  that,  it  seems  to 
me,  and  that  is  for  us  as  a society,  through  our 
elected  representatives,  to  decide  on  how  much  we 
want  to  put  into  the  health  care  economy  and  to 
hold  that  level,  then  to  try  to  allocate  it  as  ration- 
ally and  as  equitably  as  we  can,  taking  account  of 
many  of  the  factors  which  have  been  brought  up  in 
the  course  of  the  discussion  which  has  taken  place 
in  the  past  day  and  a half.  The  advantage  of  that 
approach  is  that  it  will  also  move  in  the  direction 
of  changing  the  organization  and  delivery  of  care 
so  that  the  built-in  cost  controls  of  the  program 
will  begin  to  take  effect.  But  before  they  do  you 
have  a constraint  that  is  not  present  in  the  pro- 
gram that  Alain  is  suggesting. 

How  do  you  get  around  that? 

ALEX  MCMAHON:  Let  me  add  one  historical 
note,  at  least  from  the  provider  perspective,  as  to 
why  Jim  Sammons  and  I are  interested  in  CCHP. 
It  may  not  be  the  total  answer,  but  whatever  the 
situation  is,  where  you  go  depends  on  where  you 
are,  and  that  depends  in  turn  on  where  you’ve 
been. 

Let  me  just  describe  where  I think  we’ve  been. 

We’ve  been  through  a very  extensive  govern- 
ment promise  for  the  aged  and  the  poor,  and  a 
very  extensive  employer  promise  to  the  employed 
people.  We’ve  put  a demand  out  there  that  I think 
is  simply  tremendous,  and  I think  we’ve  learned  in 
this  country  that  you  can’t  regulate  the  supply  if 
the  demand  is  open-ended.  And  thus,  we  say,  that 
something  has  to  be  done  to  get  the  consumer,  the 
patient,  involved  in  this,  and  I think  we’ve  learned 
in  this  country  that  you  can’t  regulate  the  supply  if 
the  demand  is  open-ended.  And  thus,  we  say,  that 
something  has  to  be  done  to  get  the  consumer,  the 
patient,  involved  in  this,  and  I like  the  idea  of 
getting  him  involved  when  he’s  well  and  making  a 
choice  about  what  he  wants  to  do,  and  what  cover- 
age he  wants,  then  to  have  him  make  a choice 
when  he’s  sick  or  a member  of  the  family  is  sick. 

Alain  makes  a point,  and  I’ll  reiterate  it:  Do  you 
want  regulation  to  try  to  do  the  impossible  to 
control  the  supply  side  in  the  face  of  an  open- 
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ended  and  ever  increasing  demand,  or  do  you 
want  to  try  to  do  something  that  will  bring  the  two 
of  them  together  for  the  productive  benefit  ulti- 
mately of  the  sick  individual,  and  the  individual 
who  may  be  better  taken  care  of  through  preven- 
tion and  early  detection. 

LANG  BURWELL:  Representing  a sort  of  a 
minority  group,  namely  the  primary  care  physi- 
cians, but  one  of  those  whom  everybody  else  is 
going  to  regulate  and  control.  . . I’d  just  like  to  set 
the  record  straight. 

First  of  all,  there’s  been  some  implication  that 
competitive  instinct  does  not  exist  in  the  providers 
of  medical  care.  Alex  can  speak  for  himself,  for 
hospitals  but  speaking  for  doctors,  anybody  who 
has  gone  through  the  medical  system  and  has  got- 
ten himself  admitted  to  medical  school,  and  fought 
his  way  through  residencies,  has  got  to  have  a 
certain  amount  of  competitive  instinct — and  I 
would  submit  that  we  are  perhaps  some  of  the 
more  competitive  members  of  our  society. 

But  it  is  obvious  that  we  won’t  compete  if  we 
don’t  have  to,  and  the  system  has  been  rigged  in 
the  past,  so  you  don’t  have  to.  The  rich  man’s  son 
who  has  a big  trust  fund  supporting  him  isn’t  likely 
to  be  too  competitive. 

If  we’ve  got  an  open-ended  supply  system  that 
pays  us  no  matter  what  we  do  and  no  matter  how 
inefficient  we  are,  and  we  can  order  all  the  tests  we 
want,  and  so  forth,  why  should  we  compete?  But 
make  us  competitive,  and  you’ll  see  a significant 
change  in  behavior. 

The  other  point  that’s  been  made,  over  and  over 
again,  is  that,  for  better  or  for  worse,  we  do  con- 
trol 85  percent  of  the  expenditures  and  you’re  not 
going  to  change  the  system  until  you  change  our 
motivation  and  get  us  interested  in  making  the 
system  more  cost-effective. 

Now  there  are  mechanisms  to  do  this — mech- 
anisms that  have  been  demonstrated.  The  HMO  is 
certainly  one  mechanism.  I regret  the  fact  that 
some  people  seem  to  be  stuck  in  thinking  that’s  the 
only  model,  and  I’m  sorry  they  haven’t  done  their 
homework  better.  It’s  a good  model.  There  are 
better  models  coming  along,  I think.  But  don’t 
think  that  the  providers  are  non-competitive.  Once 
you  put  us  into  a competitive  framework  you’ll  see 
a lot  more  action  than  you’ve  ever  seen.  On  the 
other  hand,  if  you  go  the  regulatory  way,  I would 
agree  100  percent  with  Alex  McMahon — if  you 
want  to  see  the  system  screwed  up,  just  watch  the 
doctors  do  it,  if  you  try  to  overregulate  us! 

SCOTT  FLEMING:  I just  wanted  to  make  one 
remark  trying  to  straighten  out  some  possible  con- 
fusion between  Bert  Seidman  and  myself.  He 
seems  to  take  from  my  statement  that  I thought 
“National  Health  Insurance  was  an  idea  whose 
time  has  passed”  the  conclusion  that  I am  opposed 


to  moving  toward  National  Health  Insurance.  My  I 
comment  was  intended  to  be  descriptive,  not  one  I 
of  advocacy;  it  simply  is  the  picture  of  the  world  1 
that  I believe  is  real  in  today’s  climate  with  so  I 
many  other  urgent  priorities  on  the  national  scene.  I 

BERT  SEIDMAN:  I don’t  think  we  have  a dif-  1 
ference  of  opinion.  Maybe  we  had  a misun- 
derstanding. I did  not  think  that  Scott  was  not  in 
favor  of  National  Health  Insurance. 

DAVID  DIXON:  I would  like  to  add  my  note  of 
affirmation  to  the  idea  of  competitiveness.  Being  a 
“country  doctor,”  I think  that  idea  has  a lot  of 
merit. 

From  my  geographic  reference  point  in  rural 
Maine,  the  program  which  I have  heard  espoused 
here  for  the  first  time  in  the  last  day  or  so  has 
seemed  to  me  to  provide  the  least  amount  of  in- 
hibitory regulations  to  tbe  development  of  in- 
novative solutions  to  rural  health  care  delivery 
problems  either  by  providers,  or  insurers,  or  con- 
sumers. I think  that  the  way  I interpret  what  I 
heard  was,  that  all  three  of  those  areas  could  be 
involved  in  the  development  process  of  so-called 
innovative  health  delivery  services.  For  our  own 
particular  organization,  which  I won’t  tell  you 
about  very  much,  except  to  say  that  it  has  its  roots 
in  the  development  of  a comprehensive  prepaid 
program  of  health  care  to  the  poor  in  a rural  area, 
and  an  attendant,  concommitant  development  of  a 
health  delivery  system,  the  voucher  system  would 
be  an  absolute  delight.  It  would  assure  us  of  being 
able  to  provide  care  to  a lot  of  people  that  we  know  | 
don’t  have  the  wherewithal!  to  pay  for  that  care 
now,  and  are  not  in  the  system  for  any  great  length 
of  time  so  that  we  can  do  anything  positive  about 
their  health  maintenance. 

I’m  sure  that  some  rural  areas  at  first  would  not  ' 
be  able  to  take  advantage  of  the  potentials.  How-  • 
ever,  I think  the  presence  of  equal  buying  power,  I 
and  the  federally-defined  incentive  to  provide  cost  | 
effective  comprehensive  care  in  a potentially  com-  ?| 
petitive  marketplace,  would  over  a period  of  time 
produce  some  consumer  oriented  rural  health  de-  | 
livery  systems.  | 

I had  some  concerns  about  a couple  of  things 
that  Stan  said  yesterday,  particularly  about  the 
domino  theory.  I love  the  domino  theory,  but  I’d  j 
like  to  see  it  come  in  reverse,  too.  I think  that 
there  are  some  needs  for  the  providers  to  have  j 
some  impact  back  upon  the  consumers.  And  in-  | 
teractions  occur  between  all  the  elements  involved  ' 
in  what  appear  to  be  a linear  progression  of  : 
dominoes,  rather  than  what  I would  think  to  be 
some  sort  of  a triangular  or  circuitous  movement 
of  dominoes. 

This  leads  me  to  the  last  comment  which  is  a : 
plea  to  look  at  ways  of  developing  responsibility  | 
and  responsiveness  of  consumers  of  health  care  to  ' 


their  needs  and  to  the  needs  of  the  system  as  a 
whole. 

I’ve  heard  parallels  between  the  health  delivery 
system  and  the  educational  system.  You  can  flunk 
out  of  the  education  system;  I’m  not  sure  how  you 
flunk  out  of  the  health  care  system.  We  don’t  seem 
to  have  any  handle  or  ability  to  talk  to  the  guy 
who’s  riding  around  on  his  motorcycle  without  his 
helmet,  and  say,  “Hey,  are  we  going  to  pay  for  you 
when  you  have  your  head  injury  and  you  break  the 
bank  in  our  prepay  program?” 

Or  the  fellow  who  persists  in  smoking  and  it 
costs  three  million  dollars  for  us  to  cure  him,  the 
one  case. 

That’s  a very  difficult  problem  to  get  to. 

Death  is  the  ultimate  flunkout,  I guess. 

But  that’s  kind  of  tough  for  all  of  us  to  take.  At 
least  prematurely. 

I would  ask  that  this  be  really  looked  at  care- 
fully. Perhaps  you  would  have  less  resistance  from 
those  individuals  who  are  theoretically  providing 
the  care  if  some  of  the  people  who  are  demanding 
the  care  can  accept  some  of  the  attendant  respon- 
sibilities upon  them. 

ERNEST  SAWARD;  I would  say  physicians 
spend  most  of  their  time  dealing  with  the  segment 
who  have  “flunked  out.” 

DAVID  DIXON:  I would  like  to  see  us  have  an 
education  system  that  appraised  the  populace  of 
where  the  real  action  lies,  preventive  care,  and  let 
the  physicians  take  care  of  the  dropouts. 

STANLEY  JONES:  Based  on  some  of  the  com- 
ments this  morning  it  seems  to  me  clearer  and 
clearer  that  one  of  the  key  questions  about  con- 
sumer choice  is,  to  what  extent  in  fact  consumers 
will  ever  be  motivated  by  the  marginal  cost  differ- 
ences that  we  can  create  in  insurance  to  make  the 
kind  of  choices  that  we’d  like  them  to  make  in 
order  to  make  health  care  more  efficient.  What 
Jack  Shelton  said,  about  the  way  people  tend  to 
stick  with  the  provider  they  have,  and  Dan  Petten- 
gill’s  comments  about  Federal  employees  when 
they  were  given  a choice  by  and  large  sticking  with 
the  insuror  that  they  had  gone  with  before  because 
they  were  used  to  that.  And  all  the  difficulties 
about  moving  people  toward  HMO’s — those  are 
tough  patterns  to  break.  And  if  that’s  the  big  issue, 
it  seems  to  me  that  what  we’re  really  talking  about 
is  changing  attitudes  and  the  way  we  make  choices. 
It  means  that  maybe  a big  chunk  of  a program  like 
this,  or  a big  emphasis,  ought  to  be  education  ef- 
forts, although  that’s  the  thing  we  know  least  well 
how  to  do.  Somehow  that  approach  to  the  con- 
sumer, to  tune  him  into  the  consequences  of  his 


lifestyle  and  choices  in  a more  realistic  way,  looks 
like  a high  priority  item. 

The  other  thought  I had  is  that  it  seems  to  me 
it’s  also  possible  that  under  the  consumer  choice 
program  all  the  consumers  in  the  country  might 
make  the  same  choice  of  health  care  that  they’ve 
been  accustomed  to  making  in  the  past — which  is  a 
choice,  as  Alain  described  it — to  minimize  risk  and 
uncertainty.  They  might  say,  “well,  it’s  health,  so  I 
want  the  high  option,  and  I want  first  dollar 
coverage  because  it  makes  me  feel  more  secure.” 

It’s  possible  for  everybody  who  can  afford  it  to 
make  that  choice,  and  then  still  object  when  they 
see  rises  in  the  cost  of  health  care  in  succeeding 
years.  What  they  are  saying  is,  I don’t  want  to  bear 
the  risk  or  uncertainty,  but  I don’t  want  to  pay  that 
high  a cost  either.  We  respond  to  that  double 
requirement  in  other  parts  of  our  society,  in  fact, 
by  doing  things,  like  making  education  public.  One 
response  to  it  in  tbe  health  care  area  would  be  to 
supply  health  insurance  under  a social  security 
mechanism,  where  government  assumes  the  re- 
sponsibility for  slicing  up  our  limited  health  care 
resources  so  that  everybody  at  least  gets  some,  and 
relieves  individuals  of  the  risk  of  selecting  his 
insurance  and  the  risks  that  are  attendant  to  it. 

SCOTT  FLEMING:  Well,  I just  wanted  to  re- 
spond to  Stan;  Ernie,  you  can  respond  fully  as 
well,  because  we  have  had  much  the  same  experi- 
ence. The  experience  is  that  there  is  a lot  of 
human  inertia,  and  when  you  open  up  a dual 
choice  to  a new  group  of  employees  in  the  first 
round,  the  incumbent  carrier — the  plan  that  has 
traditionally  been  available  to  them — gets  the  bulk 
of  the  enrollment. 

Over  time,  this  shifts.  It  systematically  shifts  to- 
ward the  plan  that  offers  the  broadest  range  of 
benefits,  or  the  lowest  cost,  or  hopefully,  both;  the 
switches  are  not  immediate,  and  not  dramatic,  but 
they  are  very  powerful  over  a period  of  time.  As 
the  recent  Regional  Manager  of  the  Kaiser- 
Permanente  program  in  Oregon  at  a time  when  we 
had  enormous  cost  increase  problems  to  contend 
with,  we  saw  enrollment  flattening  because  of  the 
necessity  to  get  premium  rates  that  were  higher 
than  we  would  have  liked  them  to  be.  When  that 
problem  was  brought  under  control,  the  shifts 
continued  toward  the  plan.  So  the  economics  do 
impact  the  choice;  it  just  is  something  that  you 
can’t  expect  to  happen  in  one  year,  or  even  two, 
but  it  can  have  an  enormous  impact  given  a period 
of  time. 

ERNEST  SAWARD:  I guess  I can  add  to  what 
Scott  says.  What  has  been  said  here  is  that  the 
prepaid  group  practice  HMO  model  is  so  efficient 
that  it’s  premium  rate  will  be  less,  and  people  will 
join  it  because  of  that  economic  advantage. 

I think  I’d  like  to  recite  the  history. 
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The  program  that  Scott  and  I were  affiliated 
with,  the  Kaiser  Program,  had  a plurality  of  Fed- 
eral employees  when  the  rate  differential  was  ad- 
verse; that  is  when  its  rates  were  higher  than  that 
of  its  competition  it  had  nevertheless  developed 
plurality  of  Federal  employees.  There  must  be 
something  about  tbe  system  they  liked,  as  well  as 
the  price.  That  needs  to  be  emphasized. 

Now,  any  HMO  medical  director  can  give  you  a 
list  as  long  as  his  arm  of  all  the  difficulties  that 
consumers  have  with  the  HMO.  And  that  is  a sad 
commentary  on  the  conventional  system  of  care 
when  despite  that  list,  people  still  join  it  at  a higher 
price. 

UNIDENTIFIED  SPEAKER:  Something  that 
Stan  said — maybe  I heard  wrong,  but  it  bothers  me 
a little — how  are  we  going  to  get  people  to  make  the 
choice  we  want  them  to  make? 

And  that  chills  me  a little  bit. 

I am  from  time  to  time,  as  another  speaker 
yesterday  mentioned,  asked  by  my  friends,  what 
kind  of  a health  care  program  should  I buy?  And  I 
tell  them,  your  doctor  is  better  equipped  to  tell 
you  what  kind  of  health  protection  you’re  going  to 
need  because  he’s  better  equipped  to  tell  you  what 
kind  of  health  care  incidence  you’re  going  to 
encounter. 

I want  to  see  HMO’s,  and  other  alternatives 
given  a fair  shot.  I think  they  have  been  discrimi- 
nated against  many  times.  I can  only  think  that  the 
blame  for  that  discrimination  can  be  spread  rather 
widely. 

But  I’m  not  at  a point  yet  where  I want  to  coerce 
anybody  into  anything.  In  the  first  place,  I have 
the  qualifications;  I don’t  have  the  moral  right;  but 
we  could  coerce.  You  can  rig  one  system  versus 
another  to  produce  economic  incentives  toward 
movement  of  patients  from  one  delivery  system  to 
another;  whether  that  is  in  their  best  interest  or 
not.  I’m  not  prepared  to  say,  and  I don’t  think  any 
of  us  would  know.  And  it  would  take  a long  time  to 
decide  whether  that  was  right  or  not. 

I’ve  got  to  come  down  as  being  solidly,  and  I 
think,  forever,  in  favor  of  trying  to  help  a man  or 
a woman  or  the  head  of  a family  make  an  in- 
formed and  intelligent  decision,  but  not  to  coerce 
that  decision. 

JACK  SHELTON:  I’d  like  to  make  a comment 
on  the  education  issue.  I would  like  to  take  it 
beyond  just  educating  people  to  be  able  to  make 
the  right  choice  between  insurance  companies  or 
benefit  programs. 

I think  we  need  to  educate  consumers  on  how  to 
be  consumers  of  health  care,  how  to  shop  for  a 
doctor,  how  to  talk  to  a doctor  and  when  to  go  to  a 
doctor.  We  need  to  develop  risk  intervention  pro- 
grams that  help  people  to  deal  with  their  problems 
and  change  their  lifestyle. 

We’re  running  such  pilot  programs  at  Ford 


Motor  Company  now,  and  I’m  sure  other  organi- 
zations are  doing  the  same  thing. 

To  me  education  is  more  than  just  telling  people 
which  insurance  program  to  buy. 

The  second  point  I’d  like  to  briefly  address  is 
wby  HMO’s  are  financially  more  attractive  than 
traditional  fee-for-service  programs. 

Essentially  there  are  two  reasons,  and  I think 
these  reasons  are  what  cause  HMO’s  to  stay  on 
their  toes  and  do  a good  job. 

First,  professionals  have  to  have  higher  produc- 
tivity levels  including  greater  use  of  para-medicals. 

Second,  and  more  importantly,  the  HMO  hos- 
pital utilization  rate  has  to  be  signifcantly  lower 
than  fee-for-service  programs  in  order  for  it  to 
compete  financially.  They  have  to  be  able  to 
maintain  a hospital  use  rate  that  is  one  third  to  one 
half  the  fee  for  service  use  rate.  One  of  the  con- 
cerns we’re  looking  at  in  Detroit,  for  example,  is 
that  it  has  a hospital  use  rate  of  about  1,100  days 
per  thousand.  If  we  decide  to  go  with  an  HMO, 
for  it  to  be  financially  competitive,  it  is  going  to 
have  to  maintain  a hospital  utilization  rate  of  800 
days  or  less. 

STANLEY  JONES:  I’d  like  to  qualify  my  re- 
marks regarding  “coercion.” 

I think  it’s  proper  to  say  there  is  a choice  we 
want  people  to  make,  but  I don’t  think  there’s  a 
specific  one. 

We  in  fact  are  caught  in  a competing  value 
situation  where  consumers  individually  or  as 
groups  are  choosing  a form  of  coverage  that  leads 
to  higher  costs  overall  in  the  health  care  system. 
But  they’re  also  saying  to  government — we  don’t 
like  the  higher  cost.  So  we’re  in  a bind.  And  gov- 
ernment is  trying  to  control  tbe  costs  with  a variety 
of  measures,  some  of  which  got  mentioned,  like 
the  cost  control  program  of  ’77,  to  satisfy  the  very 
people  who  are  making  choices  which  seem  to  be 
promoting  the  higher  cost. 

So  the  real  object,  as  I see  it,  of  consumer  choice, 
is  to  get  people  to  assume  more  responsibility  for 
the  cost  implications  of  their  choices.  Hopefully,  if 
they  really  want  lower  cost  health  care,  they  will 
buy  different  kinds  of  insurance.  And  when  I say 
to  get  them  to  make  the  right  kind  of  choice,  the 
right  kind  of  choice  would  be  a cost  conscious 
choice  that’s  made  in  a way  that  says,  “Okay,  if  this 
leads  to  a higher  cost  next  year.  I’m  willing  to  pay 
it.” 

The  question  is  whether  they’ll  ever  get  to  that 
point,  and  that  seems  to  me  to  be  the  real  key  call 
here. 

I agree.  No  coercion. 

REBECCA  WILCOX:  I don’t  think  that  we  want 
overkill  on  this  issue  of  choice,  but  I do  think  it’s 
important  to  bring  out  the  consumer  choice  and 


consumer  influence  that  is  available  through  such 
a plan  as  the  Federal  Employees  Health  Benefit 
Plan,  speaking  as  a former  Federal  employee. 

First  of  all,  I think  Jack  Shelton  brought  out  the 
point  that  if  a person  has  an  established  relation- 
ship with  a physician,  he  or  she  would  be  less  likely 
to  change  to  an  organized  system.  There’s  no 
question  that  in  California  the  mobility  of  the 
population  has  certainly  enabled  the  Kaiser- 
Permanente  medical  care  system  to  grow  faster 
because  people  there  tend  not  to  have  the  same 
types  of  established  relationships  in  their  patterns 
of  care.  But  I think  that  the  entire  U.S.  population 
tends  to  be  more  mobile  now  than  it  has  been  in 
the  past.  And  I think  that  increasingly  the  con- 
sumer choice  can  be  exerted. 

My  question  to  Bert  Seidman — when  he  said  that 
only  7.2  percent  of  Federal  employees  health 
benefits  people  choose  an  HMO — what  percentage 
and  where  do  they  have  a choice?  How  many  of 
them  have  that  choice?  And  the  same  thing  to  Jack 
Shelton — where  only  5 percent  of  Ford’s  employ- 
ees chose  an  HMO,  how  many  and  where  did  they 
have  the  choice?  I submit  that  where  there  is  a 
choice,  more  people  will  move  to  the  HMO  option. 

Now,  getting  into  the  issue  of  consumer  influ- 
ence over  providers — since  our  two  distinguished 
gentlemen  on  the  panel  left  the  Portland  area, 
there  was  recently  a problem  where  consumers 
exerted  influence.  The  Federal  employees  said, 
“We  can’t  get  timely  appointments  with  the  Kaiser 
system,  and  if  we  can’t  get  our  appointments  into 
better  shape,  we  don’t  want  you  as  a choice  for  an 
HMO.”  It  was  a direct  influence  exerted  on  the 
health  system  that  required  us  to  either  respond  or 
lose  that  contract. 

That’s  a very  clear  indication  that  consumers  can 
influence  a large  provider  system.  Granted,  that  is 
a limited  example,  but  I think  that  situations  like 
that  can  grow  and  can  have  an  influence  on  the 
overall  situation. 

BERT  SEIDMAN:  I’d  just  like  to  respond 
briefly  to  what  the  last  speaker  said. 

In  the  first  place,  I think  it  is  indicative  that  only 
7 percent  chose  the  HMO.  The  fact  that  the  others 
didn’t  choose  it  means  that  there  was  no  way  either 
in  an  organized  fashion  or  otherwise  in  which  they 
were  able  to  move  toward  creating  that  alternative 
for  themselves. 

But  the  more  important  point,  it  seems  to  me,  is 
that  if  a program  depends  on  people  being  able  to 
make  effective  choices,  and  it’s  going  to  take  a 
long,  long  time  before  they  can  make  effective 
choices,  and  nothing  is  being  substituted  for  this. 


then  it  seems  to  me  you’re  in  trouble.  And  whether 
you  like  Health  Security  or  not,  it  substitutes 
something  for  this  as  well  as  having  very  important 
elements  of  consumer  choice. 

ALAIN  ENTHOVEN:  I want  to  express  my  very 
deep  appreciation  to  Bill  Roy  and  to  all  the  par- 
ticipants, and  to  Gerry  Rosenthal  and  the  National 
Genter  for  Health  Services  Research.  I found  it 
enormously  constructive  and  a beneficial  confer- 
ence and  I’m  very  grateful  to  all  of  the  people  who 
have  taken  the  time  to  make  suggestions. 

I do  recognize  that  other  people  working  on  this 
project  have  an  awful  lot  to  learn;  it’s  such  a 
complex  thing.  I do  feel  that  I learned  a lot  at  the 
meeting,  and  even  in  some  cases  when  I rebutted 
somebody’s  idea  I want  to  assure  you  that  I will 
consider  very  carefully  the  wise  suggestions,  even 
despite  obvious  differences. 

Bert,  I do  feel  I’ve  learned  a lot  from  you  and 
from  others  with  points  of  view  that  seem  quite 
different.  I do  feel  that  all  of  us  here  in  this  room 
are  people  of  goodwill  who  are  trying  to  figure  out 
a way  to  bring  about  good  quality  comprehensive 
health  services  for  all  Americans  at  a reasonable 
cost,  and  so  I’d  like  to  continue  trying  to  develop 
this  proposal  and  would  certainly  welcome  further 
suggestions  and  help  from  all  of  you.  And  I’m  very 
grateful  for  the  help  you’ve  offered  so  far. 

ERNEST  SAWARD:  Alain,  I don’t  think  there’s 
a person  in  the  room  who  isn’t  grateful  to  you  for 
developing  what  has  become  a real  challenge  in 
this  field  for  all  of  us  who  have  been  involved  with 
this  subject  for  years.  There  isn’t  a person  here 
who  isn’t  an  old  player  at  this,  and  you’ve  come 
forth  with  a new  challenge  and  we’re  all  grateful 
for  that. 

DAN  DAVIS:  The  plan  has  a great  deal  of 
merit,  and  we’ve  talked  for  the  last  few  minutes 
about  this  whole  business  of  how  do  we  get  con- 
sumers to  make  informed  choices. 

We  think  that  one  way  is  the  development  of 
community-based  programs,  and  I would  certainly 
think  that  if  we’re  talking  about  causing  consumers 
to  become  informed  to  the  extent  where  they  can 
make  rational  decisions,  and  make  perhaps  the 
best  decision  with  reference  to  their  health  care 
needs  and  desires,  then  I think  involvement  of 
them  in  the  process  through  the  development  of 
community-based  programs,  like  we’ve  done  with 
community  health  centers,  might  be  one  approach 
that  we’d  want  to  take. 
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Health  insurance  and  consumer  choice: 
some  issues  for  research* 

Mark  C.  Hornbrook,  Ph.D. 


The  immediate  purposes  of  this  conference  were 
to  bring  together  a group  of  knowledgeable  people 
to  analyze  the  potential  implications  of  a particular 
type  of  health  insurance  payment  mechanism  on 
the  health  care  delivery  system,  and  to  explore  the 
types  of  policies  and  regulations  necessary  to 
achieve  a particular  set  of  health  policy  objectives, 
given  that  the  specified  payment  mechanism  was 
in  place.  The  ultimate  purpose  of  the  conference 
was  to  use  the  presentations,  discussions,  and  de- 
bates to  elucidate  the  issues  and  problems  for 
health  policy  in  the  area  of  consumer  choice  of 
health  insurance  requiring  further  research.  This 
list  would  comprise  one  input  to  the  development 
of  future  program  plans  for  the  National  Center 
for  Health  Services  Research.  This  paper  is  an 
attempt  to  operationalize  this  final  goal  for  the 
conference. 

That  there  is  a need  for  further  research  in  the 
area  of  consumer  choice  of  health  insurance  plans 
is  obvious,  for  example,  from  the  debate  during 
the  conference  over  the  experience  of  the  Federal 
Employees  Health  Benefits  Programs.  Why  do 
Federal  employees  find  the  choice  of  plan  such  a 
difficult  one,  or  do  they?  Why  do  some  choose  an 
HMO  option,  others  the  service  benefit  option, 
and  still  others  the  indemnity  option?  The  search 
for  answers  to  these  questions  involves  under- 
standing the  consumer  choice  process,  assessing 
the  competitiveness  of  the  health  insurance  mar- 
ket, assessing  differences  in  the  styles  of  practice 
between  HMO’s  and  fee-for-service  practices,  and 
assessing  the  determinants  of  physicians’  decisions 
on  specialization,  location  and  mode  of  practice. 
The  research  agenda  evolving  from  this  confer- 
ence is,  therefore,  quite  extensive  in  its  coverage. 
It  should  be  noted  that  the  issue  is  not  whether 
consumers  can  make  choices,  but  rather,  how 
choices  are  made.  We  start  with  the  assumption 
that  the  consumer  knows  best  what  provides  satis- 
faction for  himself/herself.  A problem  arises  when 


*This  paper  was  written  after  the  conference  and  repre- 
sents an  attempt  to  collate  the  many  questions  for  research 
that  were  raised,  both  explicitly  and  implicitly,  during  the 
conference. 


the  consumer  is  not  informed  about  all  of  the 
alternative  ways  of  producing  satisfaction  that  are 
available,  so  that  inefficient  choices  may  be  made. 

No  attempt  is  made  here  to  develop  an  explicit 
priority  ranking  for  research  projects  because  that 
would  require  an  imputation  quite  independent  of 
the  proceedings  of  the  conference.  Nor  is  the 
agenda  based  on  an  exhaustive  review  of  the  rel- 
evant literature.  Three  implications  of  the  confer- 
ence are  that  dissemination  of  the  results  of  re- 
search is  a critical  step  in  the  research  process,  that 
many  research  studies  should  be  replicated,  and 
that  many  issues  have  never  been  addressed.  In 
addition  to  its  traditional  program  of  support  for 
health  services  research,  the  National  Center  for 
Health  Services  Research  (NCHSR)  stresses  in  its 
program  that  dissemination  is  as  important  a step 
in  the  research  process  as  statement  of  the  prob- 
lem or  specification  of  hypotheses.  Therefore, 
NCHSR  is  encouraging  preparation  of  research 
synthesis  papers  as  well  as  traditional  research 
reports  in  areas  of  high  policy  priority  (NCHSR, 
1978). 

The  research  agenda  presented  below  is  or- 
ganized by  the  major  actors  involved — consumer, 
insurer,  and  provider.  The  list  is  not  intended  to 
be  exhaustive  nor  exclusive,  only  suggestive. 
Again,  not  all  questions  require  original  research 
to  provide  useful  answers;  a review  and  synthesis 
of  existing  studies  would  provide  an  important 
contribution  to  the  policy  debate.  Some  examples 
of  analytical  literature  reviews  include  Acito  (1978) 
and  Donabedian  (1976). 


Consumer  choice  of  a health  insurance  plan 

The  initial  dual  multiple  choice  situation:  For  a 

majority  of  the  population,  the  choice  of  health 
insurance  consists  of  whether  or  not  to  be  included 
in  the  plan  offered  by  their  employers.  In  these 
cases,  it  is  the  employer  who  has  selected  from 
alternative  health  insurance  plans  the  one  to  be 
offered  to  employees.  However,  a significant  por- 
tion of  the  population  does  have  the  opportunity 


!!  to  choose  for  themselves  a health  insurance  plan. 
I One  set  of  questions  for  research  arises  from  the 
first  time  that  a consumer,  or  group  of  consumers, 
is  faced  with  the  opportunity/obligation  to  select 
|i  from  among  alternative  health  insurance  plans. 
I This  includes  the  first  time  that  an  employee 
group  is  given  a dual/multiple  choice  opportunity, 
say,  adding  an  HMO  benefit  option  in  combination 
with  a service  benefit  option,  so  that  the  employee 
faces  the  choice  of  remaining  with  the  pre-existing 
! plan  or  joining  the  HMO;  it  also  includes  new 
; employees  entering  an  established  dual/multiple 
ii  choice  situation.  The  basic  issue  here  is  the  need  to 
understand  how  choices  are  made. 

Some  important  questions  include  the  following: 
|j  What  are  the  determinants  of  choice?  What  is  the 
I level  of  awareness  of  the  choice  field?  How  in- 
formed is  the  consumer  about  the  attributes  of  the 
I various  plans?  What  weights  are  placed  on  the 
I attributes,  i.e.,  how  are  choices  made  among  plans 
with  differing  attributes?  How  large  does  the  pre- 
mium differential  have  to  be  to  become  the  domi- 
nant attribute?  How  do  perception  and  evaluation 
of  plan  attributes  vary  by  income,  education,  race, 
sex,  ethnic  group,  previous  illness  experiences, 
current  health  status,  and  other  characteristics  of 
the  consumer?  What  is  the  nature  of  the  interac- 
tion between  the  demand  for  health  insurance  and 
demand  for  health  care?  How  important  is  the 
consumer’s  usual  source  of  care  in  selection  of  a 
health  plan?  What  have  been  the  effects  of  efforts 
to  influence  choice  of  health  plan?  What  is  the 
effect  of  advertising?  Does  information  influence 
choice? 


Switching  during  open  enrollment  period:  an 

essential  feature  of  the  dual/multiple  choice  situa- 
tion is  that  the  consumer  is  permitted  to  change 
his/her  choice  of  plan  at  specified  intervals,  usually 
annually.  Experience  with  a given  plan  results  in 
some  level  of  satisfaction-dissatisfaction  with  the 
performance  of  the  plan.  Furthermore,  attitudes, 
beliefs,  and  values  may  shift  over  time,  and  the 
plan  itself  may  change.  These  factors  may  induce  a 
re-evaluation  of  the  choice  of  plan.  Thus,  it  is 
important  to  analyze  the  patterns  of  switching 
during  the  open  enrollment  period.  What  are  the 
determinants  of  the  decision  to  switch  from  one 
health  plan  to  another?  Specifically,  what  are  the 
effects  of  changes  in  premiums,  scope  of  benefits, 
coinsurance,  copay  and  deductible  levels,  and 
other  plan  characteristics  on  decisions  to  switch  or 
stay?  What  is  the  effect  of  turnover  among  physi- 
cians in  HMO’s  on  subscribers’  choice  of  plan?  Do 
switchers  tend  to  switch  again?  Are  non-switchers 
happy  with  their  existing  plan  or  unaware  of 
choice  alternatives?  What  are  the  most  important 
aspects  of  consumer  satisfaction  with  care — time  to 
appointment?  Waiting  time  in  physician’s  office? 


Personal  contact  with  physician?  Perceived  quality 
of  care?  Cost? 


Supplementation  of  health  insurance:  One  im- 
portant characteristic  of  an  insurance  plan  is  the 
scope  of  benefits  provided,  including  types  of 
services  covered,  and  levels  of  coverage  for  each 
service.  In  some  cases,  the  dual/rnultiple  choice 
situation  may  not  contain  the  benefit  option  which 
the  consumer  desires.  This  may  result  in  purchase 
of  additional  coverage  to  fill  in  a gap  in  the  bene- 
fits provided  under  even  the  most  comprehensive 
option.  An  understanding  of  the  nature  and  ex- 
tent of  supplementation  is  crucial  to  planning  a 129 
national  health  insurance  program  if,  for  example, 
financial  incentives  to  the  consumer  are  to  be  used 
to  deter  unnecessary  utilization.  An  important 
policy  question,  then,  is  whether  supplementation 
should  be  allowed  at  all  under  national  health 
insurance,  since  it  may  subvert  policy  objectives. 

Some  research  questions  include:  Why  do  Medi- 
care beneficiaries  purchase  supplementary  cover- 
age? What  are  the  determinants  of  the  decision  to 
purchase  disability  income  plans?  How  much 
supplementation  is  done  by  well-covered  groups, 
such  as  Federal  employees,  UAW  members,  UMW 
members,  etc.  What  types  of  supplemental  cover- 
age are  purchased — catastrophic  benefits,  first- 
dollar  benefits,  dental  benefits,  mental  health 
benefits? 


Differences  in  subscribers  and  utilization: 

Once  a choice  has  been  made,  the  policymaker 
needs  to  know  what  differences  exist  among  those 
who  selected  each  type  of  health  plan.  That  is, 
what  are  the  differences  in  the  characteristics  of 
the  different  groups  of  consumers?  Do  high  users 
join  more  comprehensive  plans?  What  are  the 
socio-demographic,  ethnic,  economic,  and  at- 
titudinal  differences  among  the  various  subscriber 
groups? 

Following  on  very  closely  to  the  above  questions 
is  the  issue  of  the  influence  of  health  insurance 
plan  on  utilization  of  medical  care.  What  is  the 
impact  of  first-dollar  coverage  on  use?  Alterna- 
tively, what  are  the  effects  of  coinsurance,  copay- 
ments and  deductibles  on  use?  What  are  the 
cross-elasticities  of  demand  between  covered  and 
uncovered  services?  What  are  the  differences  in 
the  volume  and  mix  of  services  used  to  treat  spe- 
cific diagnoses  among  prepaid  group  practice, 
fee-for-service  group  practice  and  fee-for-service 
solo  practice  modes  of  care?  What  are  the  differ- 
ences in  the  quality  of  care  among  the  various 
plans?  What  are  the  patterns  of  medical  care  utili- 
zation for  those  who  have  no  health  insurance 
coverage  and  how  do  they  compare  with  those  who 
do?  Who  are  the  providers  of  last  resort  for  pa- 
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tients  who  cannot  pay?  What  is  the  health  status  of 
those  with  no  health  insurance  coverage?  Are  rural 
residents  concerned  about  access  to  medical  care? 
What  are  the  most  significant  functional  barriers 
to  access,  once  financial  barriers  have  been  re- 
moved? How  important  are  such  factors  as  “social 
distance”  between  provider  and  patient,  physical 
distance  between  residence  and  locus  of  care, 
physical  and  psychological  limitations  on  mobility, 
resistance  by  patients  to  use  of  the  telephone  to 
make  appointments,  length  of  time  to  appoint- 
ment, and  length  of  wait  to  see  provider,  etc.,  on 
patterns  of  use? 

The  health  insurance  market 

In  previous  sections,  the  issues  surrounding  the 
consumer’s  initial  and  subsequent  reactions  to  the 
dual/multiple  choice  situation  have  been  enumer- 
ated. Now  we  switch  our  attention  from  a micro 
view  of  the  health  insurance  demander  to  the 
market  as  a whole.  The  policymaker  is  presumed 
to  be  concerned  with  the  competitiveness  of  the 
health  insurance  market,  derived  from  the  ulti- 
mate objectives  of  efficiency  and  equity  in  the 
health  care  sector.  That  is,  the  policymaker  is  con- 
cerned with  how  the  market  is  functioning  and  the 
implications  for  health  policy. 

Basic  conditions  of  demand  and  supply:  The 

basic  conditions  of  the  demand  for  health  insur- 
ance relate  to  all  of  the  issues  of  consumer  be- 
havior listed  in  the  previous  section,  and  hence, 
they  need  not  be  listed  here.  On  the  supply  side, 
there  are  a number  of  important  questions  con- 
cerning the  production  of  health  insurance  ser- 
vices. Are  there  economies  of  scale  in  claims  pro- 
cessing? What  is  the  minimum  size  subscriber 
population  necessary  to  successfully  underwrite  an 
HMO?  What  is  the  relative  efficiency  of  public 
versus  private  intermediaries  under  Medicare  and 
Medicaid?  Can  a financially  viable  HMO  be  estab- 
lished in  low-income  areas?  in  low-density  areas? 
What  is  the  minimum  optimal  scale  of  a multi- 
specialty prepaid  group  practice  at  various  sizes  of 
the  subscriber  population?  Does  integration  of 
underwriting  and  delivery  functions  create  cost 
advantages?  How  do  these  cost  advantages,  if  there 
are  any,  vary  by  mode  of  practice  in  the  delivery 
function? 


Market  structure:  The  answers  to  questions  of 
basic  supply  conditions  are  relevant  to  the  deter- 
mination of  how  many  health  insurers  can  possibly 
operate  in  a given  market.  Economic  theory  indi- 
cates that  the  number  of  firms  in  a market  is  an 
important  factor  influencing  the  degree  of  com- 
petition in  that  market.  Therefore,  research 


should  be  addressed  to  issues  concerning  the 
structure  of  the  market  for  health  insurance.  What 
is  the  scope  of  dual  choice  opportunities  today? 
How  many  consumers  face  dual  choice  situations?  • 
Multiple  choice  situations?  What  are  the  determin- 
ants of  entry  by  health  insurer?  What  are  the 
market  shares  of  the  various  health  insurers?  How 
have  these  shares  been  changing  over  time?  Is  the 
overall  level  of  concentration  in  health  insurance 
markets  increasing  or  decreasing  over  time?  What 
is  the  rate  of  turnover  among  firms? 

Conduct  and  performance:  The  behavior  of 
health  insurance  firms  is  of  immediate  relevance 
under  a consumer  choice  NHI  plan.  Such  factors 
as  pricing  behavior,  product  strategy,  innovation, 
advertising,  and  legal  tactics  have  significant  im- 
pacts on  the  costs  and  distribution  of  health  insur- 
ance benefits.  Some  important  areas  for  research 
include:  What  are  the  determinants  of  market 
penetration  by  HMO’s?  How  do  the  Blues  and 
Commercial  insurers  react  to  entry  by  an  HMO? 
What  are  the  pricing  and  promotional  policies  of 
the  various  firms?  What  are  the  product  differ- 
entiation and  marketing  strategies  followed  by  the 
insurers?  How  are  benefit  packages  structured?  Is  ' 
coverage  of  ancillary  services — dental,  mental 
health,  nursing  homes,  etc. — being  expanded?  Do 
HMO’s  follow  open  enrollment  criteria?  Do  they 
impose  implicit  price  increases  on  “undesirable” 
patients — sick  and/or  poor — in  the  form  of  delayed 
appointments,  low  quality  care,  cool  reception, 
etc.,  in  an  attempt  to  encourage  them  to  disenroll? 

Do  HMO’s  grow  faster  in  areas  with  high  rates  of 
in-migration?  Do  large  HMO’s  attempt  to  foreclose 
the  market  to  entry  and  growth  of  smaller  HMO’s? 

Do  cross-regional  subsidies  in  the  National  Ac- 
counts of  Blue  Cross,  Blue  Shield,  and  the  com- 
mercial insurers  give  a competitive  advantage  to 
these  plans  in  the  subsidized  areas,  thus  prevent- 
ing the  entry  and  growth  of  HMO’s?  What  degree 
of  market  penetration  by  HMO’s  is  sufficient  to 
achieve  workable  competition  in  the  health  insur- 
ance market?  What  role  does  experience  vs.  com- 
munity rating  play  in  competition  among  health 
insurers?  Do  HMO’s  stress  preventive  services?  Is 
this  an  effective  cost  control  measure?  Do  Blue 
Cross/Blue  Shield  premiums  represent  umbrella 
prices  to  HMO’s?  How  do  the  Blues  react  to  sig- 
nificant disenrollment  by  their  subscribers?  f 

Effects  of  regulation:  Government  regulation,  I 
at  both  the  federal  and  state  levels,  is  a critical  | 
element  of  the  health  insurance  market.  Some  of 
this  regulation,  such  as  state  insurance  regulatory 
commissions,  is  aimed  directly  at  health  insurers. 
Other  regulation  influences  health  insurance  firms  ^ 
only  indirectly.  In  either  case,  regulation  does  im-  ^ 
pact  on  the  operations  of  health  insurers,  and  the 


reactions  of  these  firms  to  regulation  must  be 
investigated  for  possible  anti-competitive  behavior. 

Some  important  questions  include:  What  has 
been  the  effect  of  the  HMO  Act  of  1973  (P.L. 
92-603)  on  the  growth  of  HMO’s?  What  have  been 
the  competitive  effects  of  the  tax  advantages  en- 
joyed by  the  Blues?  Do  state  insurance  regulations 
discriminate  in  favor  of  the  Blues  in  other  ways? 
Does  designation  as  a fiscal  intermediary  under 
Medicare/Medicaid  represent  a competitive  ad- 
vantage in  other  segments  of  the  health  insurance 
market?  Have  traditional  providers  “captured  the 
regulatory  mechanisms?”  Will  fee-for-service 
physicians,  non-HMO  hospitals  and  consumer 
representatives  form  a coalition  on  HSA  boards  to 
insure  excess  capacity  in  the  hospital  industry? 
Will  HSA  boards  discriminate  against  HMO’s  in 
their  applications  to  expand  or  take  over  existing 
hospital  beds?  Do  current  methods  of  reimburse- 
ment under  Medicare  and  Medicaid  promote 
changes  in  the  distribution  of  physicians  both  geo- 
graphically and  by  specialty?  of  hospital  beds?  Do 
foreign  experiences  with  NHI  suggest  that  NHI 
acts  as  a solidifying  agent  on  the  structure  of  the 
medical  care  system? 

Equity  effects:  To  this  point,  we  have  focused 
largely  on  production  and  allocative  efficiency 
considerations.  Although  equity  has  been  men- 
tioned as  a relevant  performance  criterion  pre- 
viously, it  is  separated  out  here  in  order  to  achieve 
proper  emphasis.  Some  questions  in  this  area  in- 
clude: Would  access  to  health  care  be  improved  by 
expansion  of  HMO’s?  Would  HMO’s  be  able  to 
respond  to  the  health  problems  of  the  poor  as  well 
as  to  those  of  the  non-poor?  What  are  the  redis- 
tributive effects  of  the  income  tax  deduction  for 
medical  care  expenses?  What  would  be  the  impact 
of  removal  of  this  deduction  on  consumers,  em- 
ployers, and  employees?  on  the  Federal  budget? 
What  are  the  redistributive  effects  of  the  Medicare 
and  Medicaid  programs?  Does  Medicaid  increase 
access?  Do  Medicaid  recipients  switch  from  public 
to  private  sources  of  care?  What  have  been  the 
utilization  experiences  of  Medicare  and  Medicaid 
beneficiaries  who  have  elected  HMO  options  as 
compared  with  those  who  elected  fee-for-service 
options  and  compared  with  non-Medicare  and 
non-Medicaid  HMO  enrollees?  What  are  the  de- 
terminants of  choice  of  plan  under  Medicare  and 
Medicaid?  Do  these  determinants  differ  from 
those  of  nonaged  and  nonpoor  persons?  What  are 
the  demographic,  social,  and  economic  charac- 
teristics of  those  who  do  not  have  health  insur- 
ance? Why  do  they  not  have  insurance?  What 
measures  might  be  taken  to  provide  coverage? 
How  does  the  “quality”  of  health  insurance  cover- 
age, in  terms  of  proportion  of  total  expected 
medical  care  expenses  covered,  vary  across  ethnic, 
socio-economic  and  occupational  groups?  What  is 


the  extent  and  duration  of  loss  of  health  insurance 
coverage  by  the  unemployed?  Given  coverage  for  a 
particular  service,  does  use  of  the  benefit  vary  by 
ethnic  and  socio-economic  grouping?  after  con- 
trolling for  health  status? 

Physicians 

We  now  turn  to  questions  concerning  the  impact 
of  health  insurance  on  physician  behavior  and  the 
implications  of  physician  behavior  for  the  health 
insurance  market. 

Behavior  under  alternative  health  insurance 
plans:  Previously,  the  issue  was  posed  of  whether 
and  in  what  way  patients  may  differ  across  health 
insurance  plans.  It  is  also  important  to  examine 
how  physicians  differ  across  these  plans.  Some 
questions  for  research  in  this  area  include  whether 
physicians  are  influenced  by  the  type  of  health 
insurance  carried  by  the  patient  in  selecting  the 
method  of  treatment.  Do  physicians  who  see  both 
capitation  and  fee-for-service  patients  in  their 
practices  treat  these  types  of  patients  differently, 
holding  the  patient’s  diagnosis  constant?  How  do 
treatment  patterns  for  given  diagnoses  compare 
for  physicians  in  prepaid  group  practices.  Inde- 
pendent Practice  Associations,  fee-for-service 
group  practices,  and  fee-for-service  solo  practice? 
What  are  the  implications  of  these  differences  for 
quality  of  care?  How  do  referral  patterns  differ  by 
mode  of  practice?  Do  individual  physicians  change 
their  styles  of  practice  when  they  switch  from  one 
mode  of  practice  to  another?  or  do  physicians  with 
similar  styles  tend  to  choose  similar  modes?  What 
is  the  role  of  peer  pressure  on  choice  of  treatment 
patterns? 

Choice  of  Mode  of  Practice:  If  mode  of  practice 
influences  treatment  patterns  prescribed  by  physi- 
cians, the  policymaker  needs  to  know  how  to  in- 
duce physicians  to  move  into  the  desired  practice 
mode.  This  requires  an  understanding  of  the 
choices  among  solo  and  group  practice,  and  fee- 
for-service  and  salaried  pratice.  What  are  the  de- 
terminants of  the  physician’s  choice  of  mode  of 
practice?  Is  expected  income  an  important  factor? 
Are  working  conditions  important?  What  are  the 
determinants  of  the  decision  to  switch  practice 
mode?  What  types  of  switches  occur  most  fre- 
quently? Is  malpractice  insurance  availability  an 
important  factor?  What  incentives  are  there  for 
physicians  to  stay  in  an  HMO?  to  stay  in  fee-for- 
service  practice? 

Choice  of  specialty:  An  important  goal  of 
health  policy  is  to  reduce  barriers  to  access  to 
medical  care,  both  financial  and  functional  (An- 
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dersen,  1975).  A relative  shortage  of  primary  care 
physicians  is  often  cited  as  one  functional  access 
barrier  in  the  U.S.  today.  Thus,  the  policymaker 
may  want  to  influence  specialty  mix  directly  or  he 
may  wish  to  avoid  perverse  indirect  effects  on  the 
specialty  mix  through  the  reimbursement 
mechanism  or  benefit  package  under  a national 
health  insurance  program.  Accordingly,  answers 
are  required  to  such  questions  as:  What  are  the 
determinants  of  the  physician’s  choice  of  spe- 
ciality? More  specifically,  what  factors  favor  the 
choice  of  primary  care?  Has  the  designation  of 
Family  Practice  as  an  approved  specialty  induced 
more  physicians  to  select  it?  Is  expected  income  an 
important  determinant?  Do  ambulatory-trained 
physicians  tend  to  select  primary  care  specialties 
over  secondary  specialties  as  compared  to 
hospital-trained  physicians? 


Choice  of  practice  location:  The  problems  of 
access  to  medical  care  is  much  more  critical  in 
some  geographic  areas  than  others  (Feldman  and 
Kovar,  1977).  The  papers  presented  at  this  con- 
ference documented  the  geographic  maldistribu- 
tion of  medical  care  services  in  this  country.  Re- 
moval of  financial  barriers  in  underserved  areas 
may  not  be  sufficient  to  induce  providers  to  move 
into  these  areas.  In  designing  a national  health 
insurance  program,  the  policy-maker  must  under- 
stand the  determinants  of  the  physician’s  choice  of 
practice  location.  Specifically,  what  factors  influ- 
ence choice  of  rural  location?  Is  expected  income 
an  important  determinant?  Availability  of  hospital 
facilities?  What  are  the  reasons  for  physicians’ 
leaving  rural  areas,  other  than  death  or  retire- 
ment? Is  population  change  an  important  factor? 
What  factors  induce  physicians  to  locate  in  urban 
underserved  areas?  What  types  of  physicians  have 
located  in  these  areas?  What  factors  are  involved 
in  the  decision  to  leave  an  urban  underserved 
area,  other  than  death  or  retirement?  Has  the 
National  Health  Service  Corps  been  successful  in 
placing  physicians  in  underserved  areas?  How 
many  physicians  would  be  required  by  NHSC  to 
meet  the  total  needs  of  underserved  areas?  Are 
NHSC  physicians  integrated  into  the  local  medical 
care  system?  How  do  physicians  react  to  declining 
patient  loads?  Do  they  raise  fees?  Increase  de- 
mand? How  much  cut  in  income  is  necessary  to 
induce  them  to  move?  Where  do  they  relocate? 
What  is  the  response  in  the  supply  of  physicians’ 
services  to  increased  purchasing  power  in  rural 
areas?  Do  ambulatory-trained  physicians  distribute 
themselves  differently  than  hospital-trained  physi- 
cians? How  do  rural  physicians  respond  when 
their  hospitals  are  forced  to  close?  What  have  been 
the  experiences  of  other  countries  with  restriction 
of  licensing  privileges  to  underserved  areas  for 
newly  entering  physicians? 


Political  economy  of  organized  medicine:  An 

objective  of  the  voucher  national  health  insurance 
plan  is  to  increase  competition  in  the  medical  care 
marketplace.  This  may  not  be  a welcome  occur- 
rence for  all  participants.  Indeed,  physicians  may 
react  to  any  threatened  loss  of  market  power.  To 
prepare  for  this  situation,  the  policymaker  should 
know  how  physicians  react  to  increased  competi- 
tion. What  is  the  response  of  local  medical  societies 
to  increased  threats  of  entry  by  HMO’s?  By  solo 
fee-for-service  practitioners?  What  barriers  to 
entry  are  imposed?  Restrictions  on  hospital  staff 
privileges?  Exclusive  referral  patterns?  How  does 
organized  medicine  attempt  to  influence  legisla- 
tion and  regulatory  processes  at  national,  state, 
and  local  levels  to  erect  barriers  to  competition? 

Regulation  and  reimbursement:  The  paper  by 
Stan  Jones  (“Regulation  Under  a Consumer 
Choice  Approach  to  National  Health  Insurance”) 
emphasized  the  types  of  regulation  that  would  be 
needed  under  a voucher-NHI  program.  Regula- 
tion is  likely  to  be  an  important  part  of  the  health 
care  scene  under  any  realistic  scenario  for  the 
future.  An  understanding  of  the  direct  and  indi- 
rect effects  of  governmental  actions  becomes  cru- 
cial to  the  success  of  health  policy.  Some  important 
issues  include:  How  did  physicians  react  to  the 
Economic  Stabilization  Program?  How  are  physi- 
cians reacting  to  the  indexing  of  reimbursement 
levels  under  Medicare?  What  are  the  determinants 
of  the  decision  to  accept  assignments  under  Medi- 
care? To  participate  in  Medicaid?  What  are  the 
impacts  of  compulsory  assignments  under 
Medicaid?  To  participate  in  Medicaid?  What  are 
the  effects  of  the  recent  initiatives  of  the  Federal 
Trade  Commission  regarding  use  of  relative  value 
scales  to  set  fees,  advertising  of  professional  serv- 
ices, and  price-posting?  How  effective  are  PSRO’s 
in  monitoring  quality  of  care?  Are  PSRO’s  used  to 
control  other  dimensions  of  practice?  Do  PSRO’s 
increase  the  cost  of  health  care?  Are  HMO  physi- 
cians singled  out  for  closer  scrutiny? 

Hospitals 

Expenses  for  hospital  care  represent  the  largest 
single  item  on  the  Nation’s  total  health  bill — 
approximately  $55  billion  in  FY  1976  or  40  per- 
cent of  national  health  expenditures  (NCHSR/ 
NCHS,  1977,  p.  346).  So  it  is  to  be  expected  that 
one  goal  of  the  voucher-NHI  plan  is  reduction  in 
this  expense.  This  is  to  be  accomplished  via  growth 
in  the  market  share  of  HMO’s,  which  is  expected 
to  increase  competition  in  the  health  care  sector, 
thus  forcing  fee-for-service  providers  to  adopt  an 
HMO  style  of  practice,  which  has  been  shown  to  be 
conserving  the  hospital  resources  (Donabedian, 
1976,  p.  66).  This  scenario  raises  a number  of 
issues  for  research. 


Organization  and  Control:  In  addition  to  utili- 
zation differences,  are  HMO-owned  hospitals  op- 
erated any  differently  than  non-HMO  hospitals  of 
equivalent  size?  Specifically,  are  they  more  effi- 
cient? If  an  HMO  does  not  own  its  own  hospital, 
do  other  hospitals  in  the  area  charge  higher  or 
lower  rates  for  HMO  patients  than  they  do  for 
non-HMO  patients?  What  are  the  relationships — 
consulting  patterns,  referral  patterns,  etc. — be- 
tween HMO  physicians  and  non-HMO  physicians 
on  the  medical  staff  of  a non-HMO  hospital  that 
contracts  with  an  HMO?  How  do  HMO’s  achieve 
their  cost  savings?  that  is,  with  respect  to  use  of 
hospitals,  does  the  HMO  reduce  diagnostic- 
specific  lengths  of  stay  or  does  it  reduce  the  pro- 
portion of  discretionary  case-types  admitted,  or 
does  it  do  both.  Alternatively,  are  HMO’s  charac- 
terized by  under-utilization?  What  efficiencies  do 
chain  hospital  operations  achieve?  Are  there  dif- 
ferences in  productivity  and  economic  efficiency 
between  profit  and  non-profit  chain  operations? 
Are  there  significant  economies  of  chain  size? 
When  do  dis-economies  begin  to  set  in?  Are  there 
any  differences  in  productivity  and  economic 
efficiency  between  chain-owned  and  chain- 
managed  hospitals?  Do  proprietary  hospitals  skim? 
Or  do  they  specialize  in  low-intensity  patients?  Can 
locally  controlled  hospitals  respond  to  local  de- 
mands differently  than  large  chain  operations?  Do 
they? 


Quality  of  care:  In  examining  the  differences 
between  HMO  and  fee-for-service  hospitals  with 
respect  to  cost  per  case,  the  question  of  the  quality 
of  care  in  each  setting  is  always  raised  (Donabe- 
dian,  1976,  p.  68).  Valid  assessment  of  hospital 
performance  requires  resolution  of  such  issues  as: 
Does  quality  of  care  differ  by  hospital  size  and 
type?  What  is  the  cost  of  quality?  Does  the  quality 
of  care  suffer  in  a constrained  environment — 
HMO’s,  underserved  areas?  Is  quality  affected  by  a 
prospective  reimbursement  scheme? 


Regulation  and  reimbursement:  Many  of  the 
issues  pertaining  to  regulation  and  reimbursement 
of  physicians  also  apply  in  the  case  of  hospitals. 
What  has  been  the  effect  of  PSRO’s  on  patterns  of 
hospital  care?  How  have  medical  staffs  reacted  to 
PSRO  programs?  How  did  hospitals  react  to  the 
Economic  Stabilization  Program?  Did  HMO  hos- 
pitals react  differently  than  non-HMO  hospitals? 


Caveat 

Several  words  of  caution  are  required  in  closing. 
For  one,  some  of  the  questions  presented  above 
were  “loaded,”  just  to  keep  the  reader’s  interest. 


and,  as  such,  they  should  be  rephrased  to  become 
researchable.  For  another,  the  sheer  number  of 
questions  presented  above  may  leave  the  reader 
bewildered,  thus  serving  to  point  out  the  need  for 
synthesis  papers  which  sort  out  what  we  do  and  do 
not  know  within  an  analytic  framework.  However, 
even  if  this  task  were  to  be  completed  for  all  areas 
listed  above,  a large  number  of  questions  requiring 
original  research  would  still  remain.  For  some 
questions,  such  as  the  impact  of  HMO’s  on  overall 
hospital  use,  we  may  already  know  the  answer. 
However,  the  implications  for  policy  of  a single 
finding  may  be  less  than  clear  because  any  policy 
measure  will  involve  multiple  impacts  on  the 
health  care  system  which  must  be  considered.  Re- 
sources for  research  are  limited,  which  presents 
the  difficult  task  of  ranking  these  questions  in 
terms  of  relevance  to  immediate  policy  problems. 
This  is  further  complicated  by  the  fact  that  im- 
mediacy must  be  balanced  against  future  needs; 
some  resources  should  be  set  aside  for  what  is  usu- 
ally termed  “basic  research,”  i.e.,  those  questions 
for  which  policy  relevance  is  highly  derived. 

It  is  a relatively  easy  task  to  arrange  a listing  of 
questions  for  research.  It  is  also  easy  to  say  that 
more  research  is  better  than  less  research.  Choos- 
ing the  optimal  mix  of  uncertainties — those  ques- 
tions which  will  not  be  answered — under  con- 
trained  resources  is  the  difficult  task  and  remains 
to  be  done. 
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